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THE ECONOMIC STAGNATION THESIS, ONCE MORE* 
ERNST W. SWANSON! 
Emory University 
ECONOMIC STAGNATION—AGAIN 


Many of you are probably reflecting: Why flog a dead horse, why resurrect 
a now nearly forgotten quarrel? You say to yourselves: The desperate 1930's 
are a decade and a half behind us; and our private and public economies have 
both readjusted to respond to the possibility of another similar decline in the 
employment of resources. 

Then there are those of you who with me are still troubled, perhaps as much 
as was Macbeth by Banquo’s ghost. While we have thought we had stabbed 
deeply, we have not laid stagnation’s ghost. It still hovers around deaf to our 
defense of these many years past against a thesis which envisaged a maturing 
of the American economy to the point of stagnation. It haunts us in some of the 
utterings on the price-parity doctrine and on the guaranteed annual wages; and 
it takes another form on the other side of the graveyard in the demands for a 
balanced budget when the Treasury should be showing surpluses. That we did 
not stab deep enough is quite apparent. 

To my knowledge there is no one rational who denies the possibility of a 
decline of the rate of growth of the private enterprise economy. The quarrel has 
really raged over the arguments supporting the claim and not the possibility. 
As for myself, I have never been too happy with the debate over the theory, 
with either side of it. And I have been most unhappy with the role that I have 
sought to play. Ever since Lord Keynes sounded the first discordant notes of 
secular stagnation—notes taken up and built into # crescendo by Alvin Hansen, 
Oscar Lange, Benjamin Higgins, and numerous others—I have believed the 
stagnation theory as it developed deficient in certain respects, whose exact form 
managed to puzzle my poor powers of perception. In casting about for a different 
background against which to portray my argument, I have shifted my own 
position in a direction that I find hard to plot. 

What I shall attempt to do this evening is to state this position as clearly as 


* Presidential address delivered at the twenty-fifth annual conference of the Southern 
Economic Association, Atlanta, Georgia, November 11, 1955. 
' I am indebted to my colleagues, Joseph Airov, John Fulmer, Walter Kennon, and Tate 
Whitman, for comments and criticism. 
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my present stage of thinking permits; and I offer the following points for your 
consideration : 


1) the stagnation theory as usually couched fails to join adequately hypothesis and 
experience and consequently seeks to explain the decline in the rate of growth of 
the private enterprise economy primarily by forces external to the system; 

2) beeause of their reliance upon a positivistic radical behaviorism, the stagnationists 
deny the individual consumer any part in the determining of economic progress; 

3) perforce the stagnationists are committed to the static view upon want satisfaction 
of the classicists and the temporal dimensions of consumption and its growth are 
ignored ; 
lacking this understanding of want satisfaction as a process, the stagnationists take 
but a cursory view of the place of creativity in the explanation of economic progress; 
and 
by this failure, they cannot envisage the important function of the consumer as an 
innovator in his own right and how he has everything to do with economic stagna- 
tion and progress. 


1. THE THEORETICAL OBLIGATION OF JOINING HYPOTHESIS WITH EXPERIENCE IN 
THE EXPLANATION OF REALITY AS OPPOSED TO THE DETERMINISM OF THE 
STAGNATION THEORY 


The stagnation theory is offered as an explanation of why the private enterprise 
economic system suffered severe depression in the 1930's. I believe this explana- 
tion oversimplified, to the point where it borders on romanticism. The ideational 


and conceptual structure of the theory is only hazily sketched and, given this 
vagueness of structure, somehow or other, the corpus of facts, the products of 
man’s experience with socioeconomic processes, has not been properly marshalled 
and correlated. 

These observations on the theory are not peculiar to it alone. The very classical 
theory of value and distribution economics, in which the stagnation theory had 
its methodological roots, did not escape this self-same deficiency. Consider, 
for example, the form taken by the theories of the Benthamites and the Fabians. 
But in the stagnation theory the drift towards an extreme point of view has 
been the greater; the emphasis has been definitely upon the destination of the 
system rather than upon its direction. 

Having its origin, in part in classical economics, the stagnation theory per- 
haps could not escape the classical view on the nature of economic development: 
that an economy expands (or contracts) according to a rigid law; and hence 
what happened in the 1930's was a disruption of the law. The rise of the unemploy- 
ment of resources as a supposedly long-run phenomenon is to be explained. 
Employment is construed as a dependent variable, the behavior of which is 
related in some manner to the accumulation of capital, given the propensity to 
consume. Unemployment is of course the obverse of employment and is negatively 
correlated with the changes in capital formation. But capital formation can in 
turn be affected by various factors, some of which are definitely external to the 
system: changes in population, technology, and territory (the disappearing 
frontier). 
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The explanation, to say the least, is logical and in this respect has much to 
commend it. But being logical is not a sufficient test of good theory. A logically 
perfect theory gives us no reason for thinking that it will always survive in the 
face of a new situation. By adherence to the point of view that it does, the error 
first committed by the Aristotelians is recommitted ; if the law does not explain a 
situation, the disrupting element is a departure from the law and it cannot be 
viewed as having rational content. The assumption is that law is rigidly fixed 
and the nonconforming factor need not be incorporated into the system which 
the law seeks to explain; it is simply atypical and in itself is therefore a sufficient 
explanation of the disruption. 

Such theorizing is largely implicit and the explanation afforded is incomplete. 
Data seem to be used by the stagnationists as a picture of reality. Actually, as 
we acquire more experience with our system, that is, as we gain more and more 
data having reliability, our possession of it necessitates a reexamination of the 
system purporting to give reality. Data, both Dewey and Mead point out, are 
antecedent to the acquisition of knowledge about a system; they are set off by 
themselves. Hence they do not constitute knowledge of the system itself. We 
cannot stop with the results of our experience, that is, with the data; they must 
be geared to our hypotheses about the system before we can have an idea about 
how the system works. Hypotheses reformulated under the accumulating data 
force upon us the necessity of finding a new reality. Reality is not found in the 
data alone, not in the hypotheses alone, but in both when properly related to 
each other. Logic alone gives us nothing but identity; empiricism alone, nothing 
but phenomenalism. We might go so far as to agree with Mead* who believes 
that the moment a new situation arises, the universal explanation is now no 
longer universal. The exceptional case has nullified the former meaning attached 
to the system and the world is no longer rational. It assumes rationality again 
only when the new problem is solved; in our case, when the disrupting elements 
are explained and entered into the system. 

As usually formulated, the stagnation theory has not reached this level of 
discourse. We find in it no adequate juncture of hypotheses and empiricism. It 
relies almost completely on the injection of changed conditions into the system 
without really developing how this injection is related to human experience, the 
behavior of the individual consumers and producers who comprise the economic 
system and who in some way or other respond to stimuli. To no small degree, 
it finds reality in the data itself, an identification which scientifically cannot 
acquire validity until the additional step of joining of empiricism and idea is 
taken. For the facts in themselves possess a reality which is independent of logic. 
The failure to recognize this nature of data (and its changes) leads to the sub- 
stitution of faith for logic, of romanticism for theory. 

The stagnation theory thus carries over with it certain serious errors of classical 
theory; the mechanistic and deterministic colorings particularly stand out. As 
did the classicists, the stagnationists have worked Newtonian principles of 


? George Herbert Mead, “Scientific Method and the Individual Thinker,” Creative 
Intelligence, pp. 176ff. 
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cause and effect into the support of their theoretical system. In a world so 
conceived, control over the conditions giving rise to a system was assumed 
operative beyond the administrations of man himself. Man could manipulate 
and control a system only to the extent that he adhered to the laws governing 
the behavior of the system. Anything found not consistent with the laws or 
universals was dubbed irrational and presumably left the system unaffected in 
the long run. 


Il. THE RADICAL POSITIVISTIC BENT OF THE STAGNATIONISTS AND THE CONSEQUENT 
NEGLECT OF HUMAN BEHAVIOR IN EXPLAINING ECONOMIC CHANGE 


The relationship between employment and capital formation as usually 
stated is supposed almost inexorable in its operation. (Consider the assumptions 
leading to the usual formulations of the shape of the consumption function.) 
Impacts from the outside upon the system which disturb this operation and 
affect employment adversely, can be mitigated only through gigantic, persistently 
continuous undertakings by the public economy. Man is conceived so much a 
puppet of his environment that for all intents and purposes we may say that his 
behavior is predetermined by forces beyond his control and he must resort to 
authority seemingly sometimes beyond him for solution. Economic behavior is 
thus given such esoteric dimensions that we can almost term the theory so 
couched animistic. 

This view upon man and his economic pursuits and behavior has further clas- 
sical origins in a social psychology found in the sociology of Herbert Spencer. 
According to this way of looking at the relationship between mind, nature, and 
society, man’s central nervous system is affected by stimuli from the outside. 
These stirauli produce such patterns of behavior that in large measure man’s self 
plays only a respondent and not an emergent role. 

Of more recent vintage in this kind of psychology, is John Broadus Watson's 
positivistic radical behaviorism which seems to have a direct kinship to the 
psychology behind the stagnation theory. By his way of thinking behaviorism 
is the study of individual experience as it is judged from the individual’s conduct 
and only as it is observed by the psychologist. Also quite definitely oversimplified, 
this form of behaviorism reflects (1) a denial of the role in an individual’s behavior 
of his private life and (2) particularly, the acceptance of the proposition that the 
individual’s behavior is conditioned by responses to stimuli coming only from the 
environment surrounding the individual: an extreme form of sociality of the 
nature of our knowledge about man. In effect, Watson goes so far as to say that 
even if there were such a thing as the private life of an individual, it is not 
amenable to scientific observation and, therefore, cannot be offered a place in 
the explanation of human conduct. Consequently, man is a creature solely of the 
stimuli external to him. By this conception, man enjoys neither the power of 
imagery nor the capacity of consciousness.’ Here, on the whole, is an unfortunate 
conclusion for the proper understanding of social behavior. 

Man’s conduct is far from being this simple, either in form or in origin. What- 


* Cf. George Herbert Mead, Mind, Self and Society, pp. 3-5. 
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ever the nature of scientific investigation, observation by any method known to 
man today cannot be accorded the precision implied in the methodology de- 
veloped under radical behaviorism.‘ Modern quantum and statistical theories 
have time and time again demonstrated the correctness of this point of view. 
The seeking of precision to the point of determinateness, to where it actually 
obscures behavior, can not only be unproductive of any real understanding of 
socioeconomic processes, it can in fact be dangerous from the standpoint of 
public policy. 

What is the result of this attitude with its almost anti-intellectual twist is the 
continuance in force in contemporary socioeconomic thought of the classical 
notions of what determines progress, economic or otherwise. As I see it, progress 
is by this way of thinking visualized as a simple process towards goals set, external 
to the process of development itself. Early evidence of this kind of thinking is to 
be found in the economics of J. 8. Mill, Bentham, Marx, and others of that age. 
Predeterminism is the by-word. We see it in Marx’s concept of the final stage of 
economic development, the dictatorship of the proletariat, whereunder, by a 
change of economic institutions according to patterns of economic developmert 
already laid out, man quite mysteriously would be transformed by the new en- 
vironment into a creature free of economic strife and conflict, Or we find it in 
Bentham’s utilitarian Utopia, whereunder man by following the universals of 
social justice as envisaged by Bentham would achieve the ultimate in social order. 
And so on, to the stagnationists who see a permanent marriage of the private and 
public economics in some way not fully developed, but with emphasis on the role 
of the public economy in fostering economic activity—another form of recourse 
to an authority beyond man himself, the sovereignty of government. 

But man is not so easily reconstructed as radical behaviorism would have us 
believe; nor is he a creature entirely subservient to the whims of forces external 
to him. Rather—as by Knight’s conception—he is a problem-solving animal. 

Modern man particularly is concerned with the resolution of the difficulties 
which he is continuously encountering; through his growing understanding of 
the efficiency of the juncture of logic and empiricism he is affecting this resolution. 
Externality and the exogenous tend together to disappear in a world so con- 
strued, in a world, particularly, where conduct is related to actions growing out 
of problem-solving or reflective measures. Reality is in the present and not in the 
past. And the past is not the sole determinant of the present, although the present 
has emerged from the past. 

Any event which takes place cannot really be exhaustively explained ‘“‘by the 
conditions of its occurrence.” To attempt to do so leads only to an erroneously 
materialistic conception of both the world and society which has hounded man 
from Aristotle to modern times. Even more, it leads to identical equations in the 
description of a system and to a changeless reality, whatever the time under 
which a system is observed. Here is why man has been relegated into the back- 
drop of the scene of change and has had supposedly little to do with it. In philos- 


‘ Charles Hartshorne’s observation is especially a propos, ‘‘No observation can detect 
the absolute validity of any law.’’ See his Reality as Social Process, p. 32. 
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ophy, it was not until Alexander, Whitehead, and Mead; and in economics, it 
was not until, first, Marshall, Knight, and Schumpeter and, later, Wright and 
Lundberg, that man was raised to the role of actor and decision-maker that he 
really had all along played. Through reflective thinking and acting according 
to ideas formulated by him, man’s part in socioeconomic processes is made 
definitely positive. 

The present, by Mead’s and Whitehead’s ways of looking at it, is always in 
someway unique and new, “something which is not completely determined by 
the past and out of which it rose.” The present contains within it characteristic 
of temporal and causal discontinuity. (Hence, the relationship between the 
variations in employment and investment may not entirely be what it seems to 
be.) New things emerge and, as they emerge, they do not follow from the past 
in the predetermined fashion of the classicists. The past cannot possibly be made 
to hold the new in its entirety. To be sure, after the new has emerged, we seek to 
reconstruct our experience according to its emergence, through either our con- 
tactual and/or distant relationship to it. Forthwith we change our interpretation 
of the past and try to conceive of it as something which participated in the emer- 
gence of the present. Classical thinkers could but give place to the past ; modern 
thinkers must recognize both the past and the future. The future is found in the 
ideas we develop about it. In reconstructing the place of the past in the present, 
we create a new set of universals or laws and on their application to the present 
we acquire an understanding of how the conditions of the present come about. 
Mead holds that there are experiences, and data which can possess importance 
only because they are the property of\a given individual. To be sure, these 
individual experiences eventually may affect others measurably. Because the 
universal, the opposite of the individual, ik not forever fixed and unchangeable, 
the given experience of an individual can e a part of the experience of the 
many. Thus, the atypical individual himself ky affecting the progress of society 
may effect the reconstruction of a universal, 4 theory, or even an institution. 
Consider the impact which Jesus and Aateteti have had upon the Western 
world. 

To assume a definite, determinate past to whith everything in the present 
must conform amounts to the denial of the new of the possibility of the 
emergence of the present. At the same time, to t the new as wholly alien 
to the past is to put it in the realm of mysticism. The t is a juncture of the 
past and the new; a juncture of conformance and of jonconformance; and, in 
ideas, the twice-told and the just discovered.* Man, as 4n intellectual, reflective 
creature, is capable of ideation. Man is therefore able to see beyond the past and 
the present and to create the novel. Contrary to the heri from Spencer and 
Watson, man can select among different ideas and among different stimuli which 

* Ibid., p. 51. Quite appropriately, Hartshorne holds: “.. . the more we know of the 
past the less are we capable of being satisfied with its mere repetit\on. In highly civilized 
communities fashions succeed each other in rapid succession. ... Novelty and freedom 
are fundamental to life and to all harmony.” 

‘ 
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appear to him. “‘Not only do we open the door to creative stimuli and close it to 
others, but our attention is an organizing process as well as a selective process. . . . 
Our attention enables us to organize the field in which we are going to act Here. 
we have the organism as acting and determining its environment.’’* 

Man in reality is both “I’”’ and “me.” The “me” is the organized attitudes of 
society which we take on in assuming the role of the other man; we seek to see 
ourselves “‘as others see us.”’ The “me” limits the behavior of the individual, the 
“T’’. But the “I’’ asserts itself within these limits and contributes to change and 
to reconstruction of ideas. The modern personality is a powerful juncture of the 
“T” and the “me.” In primitive societies and in societies which have “‘matured”’ 
and settled to the paths tread by its forebears, the individual self is determined 
solely by the patterns of the groups to which it belongs. In the highly progressive 
society, the “I” stands out and the “me” is pushed into the background; the “me” 
continues to “control” caprice, but the more advanced society is, the more force- 
ful is the “I.”’ Individuals who are “endowed”’ particularly with new ideas break 
through the circular, confining forces of traditionalism and rise above the past, 
and through their introduction of the novel tend to pull others with them. 
Progress and stagnation are the products of human conduct. and not of external 
forces. Every individual, every generation of a progressive society recomposes 
its history. The process of rise and decline of a civilization is a two-way street; 
we are affected by our environment but in turn we reconstruct it. 

The appearance of a system in which the individual self, the “I,” can operate 
is therefore far from circular in development; and it may not even be linear. 


The system develops through conflicts of ideas and the future is truly an idea of 
what might be were such or such done. It is indeterminate in some unmeasurable 
degree. This much we may venture to propose as summary: Minimize the “1” 
and maximize the “me,” we then tend to generate stagnation; maximize the 
“T” and minimize the “me,” we then tend to generate progress. 


Ill. WANT SATISFACTION AS A TEMPORAL PROCESS AND THE STAGNATIONISTS’ 
ERROR IN THEIR IDENTIFICATION OF OBJECT AND SATISFACTION 


Man is neither driven nor manipulated by forces external to him. He himself 
transforms his wants into anticipated satisfactions which prompt him to act and 
to visualize new potentials; and, in acting, he creates new values, new wants, and 
new economic situations. 

The actual occurrence of a want satisfaction is an event to him as an individual. 
Contact with a means of want satisfaction (the means may be regarded as assets 
to the individual) is transformed into a feeling of satisfaction as a passing situa- 
tion for him; indeed, an event of satisfaction has within itself a passage of feeling. 
In contrast with a means or object of satisfaction, events extend over one another. 

The means of satisfaction possess characteristics which exist beyond the 
event of satisfaction. They are permanent relative to the events of satisfaction 


* Mead, Mind, Self and Society, p. 25. 
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which lap over into other events and which do not recur; the characteristics 
broadly speaking do recur. Thus, the general characteristics of an automobile 
may be permanent and certainly self-identical. Yet, this permanence is relative 
since the automobile’s situation in the several related events of want satisfaction 
is changing. In time, when the events of want satisfaction, which also can only be 
relative to a given situation, have changed to the extent that they no longer 
afford a conception of the same situation then the automobile leaves or ‘‘egresses’’ ; 
and some other means more approximate to the new but related situation of the 
want for transportation enters or “ingresses.”’ Hence, the want satisfaction 
process is over time a continuous ingress and egress of events which never really 
recur. Only the characteristics of a means possess the property of recurrence and 
they in association with a given situation render for us the attributes by which 
we make our choices among means (or assets). 

The individual consumer can make a rational choice only through a comparison 
of events relative to the attributes of the means. Bft, by inference, the stagna- 
tionists identify want satisfaction with a particulgr object and thus are guilty 
of the worse kind of identification, the result of adherence to classical logic. Thus, 
we speak of satisfaction of hunger. Or, we say that we desire the satisfactions 
which may come from transportation from one place to another. But the auto- 
mobile, again for example, can never be more than a means to satisfaction al- 
though we economists often speak of wanting automobiles. That kind of identifi- 
cation is the classical confusion of object with function—and by function I mean 
the effects had or achieved. 

Satisfaction is at its best a feeling, a process of feeling which is never wholly 
determinate 4s to either its intensity or time. The conditions under which each of 
us “live” and the symbols which we attach ty want-satisfying means govern our 
individual responses; these conditions and symbols are hardly constant! Symbols 
are mental constructs, devices of languag’ or image which represent a means of 
satisfaction. They are the instrumentalities by which man sizes up a given means 
of satisfaction and they excite his perceiving of the attributes of the means. 
They are in themselves non-physical and they are a phase of experience and are 
both social and emergent. The actual sensations derived from a contact with an 
object are not physical. The symbols which are attached to an object through 
the observation of the sensations, now construed as data, enter into a cognitive 
act of the mind, and a solutionto the problem of choice among alternatives is 


required. 


IV. PROGRESS AND CREATIVITY--A FUNDAMENTAL RELATIONSHIP UNOBSERVED BY 
THE STAGNATIONISTS 


Man’s experience is especially colored by his efforts to resolve all present 
dissatisfactions. This effort applies especially to economic experience. Vacua in 
his experience stir bim into action and into planning for that action; the process 
of choosing is relatively continuous. Man seeks harmony, unity of action and 
purpose. Only in the case of man and, to date, Western man, do new patterns 
of activity therefore arise as ends. Every task of man is really a matter of change, 

a” 
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a process of learning or re-learning. The result is change in both his attitude and 
symbol. 

Such a process is always achieving a result, something new is added and some- 
thing already achieved is discarded. Whitehead would say that nothing can be 
absolutely new, nor can it be absolutely old. What is accomplished borrows a bit 
from the past, a bit from the present, and a bit from the future. The process is 
more than a simple coming-to-pass. It results in definite events of satisfaction. 
These events are actual and represent the process in as nearly a quantitative 
manner as can be approximated. They really come into existence and pass out of 
existence in a causal sequence. 

In classical economics wants are stated as given. This assumption of givenness 
leads to the exclusion of the process of creativity inherent in the want satisfaction 
process of Western man. Marshall long ago appropriately reflected that value 
as a consideration of what is to be chosen cannot be treated apart from activity; 
and where there is no activity there is really nothing much else. In a stationary 
world, where flows of goods are at constant rates of the same goods on end, 
resources would be allocated by an accepted and unchanging pattern. No one 
would actually have to make an economic decision, nor make economic plans. 
Activity in the sense of problem-solving would be reduced to the barest possible 
minimum. Value would come to have a meaning different from that of a dynamic 
world in which there is creativity; value in a stationary world could arise only 
in conjunction with a comparison of absolutes. 

The essence of the Western world, however, is creativeness. It is at the opposite 
end of the pole from the caste and traditionalistic societies of India and China. 
In the Western world new wants are constantly arising but in a traditionalistic 
world want satisfaction is static. Hence, if we take a static view upon the theory 
of consumption we arrive at pretty much the same kind of conclusion as tradi- 
tionalists would. An element of the traditionalistic view is carried over into 
contemporary consumption theory; wants are “created” with the appearance 
of new goods and services. That construction really places the cart before the 
horse. Wants and the act of maximization of satisfactions are in themselves 
creative of an intensity of feeling which engenders the seeking of the new on a 
broad scale, not necessarily on the part of every individual but certainly on the 
part of many who seek solutions to their dissatisfactions. 

In our Western society, there is something in a great many of us, conceivably 
the quality of imagination and perspective, which prompts us to seek the new. 
While all behavior may be said to have social and symbolic dimensions, each 
individual makes his own contribution to a problem solution. In taking action 
towards this end an individual changes in some degree the status quo. That 
action is direct. What we think of in a creative sense depends upon our symbols 
and our backgrounds, the conditions under which we think and act. The emer- 
gence of new wants is a matter of degree, usually; but when the area of thinking 
is reorganized the new is anticipated. The conceptual and symbolic framework 
determines considerably the extent to which our thinking is creative of the new. 
Characteristically, Western man not only seizes upon the new, but goes out of 
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his way to develop or create the new. He wants more than what he has now; 
“more,” particularly in the sense of something beyond the mere repetition of 
what is already in existence. In a word, the tendency of an individual act of 
want satisfaction is to initiate a process of fulfillment which in turn seeks higher 
fulfillment or satisfaction, ad infinitum. 

The concern here is not with change in the classical sense, where change im- 
plies continuation in the same pattern as has preceded. The process held in mind 
is a continuation in a relatively non-repetitive fashion, yet with the present tied 
to the past and to the future. Determinism is found only in the data. Reference is 
to change in the sense of creation. In traditionalistic or stationary societies, indi- 
vidual feelings for things are dampened. In a dynamic society, feeling is marked 
by the desire or the experience to prehend intensity and its growth. Want satis- 
faction as an activity or group of continuing activities is not only in the now, the 
present; it is a thing which is about to become something else and what is becom- 
ing is more than what it is now. Says Whitehead: “A thing is what it is to be.”’ 

Contrary to classical thinking, and, by inference, the thinking of the stag- 
nationists, an occasion of want satisfaction cannot rise from nowhere. It arises 
from a situation in which probably a multitude of occasions or events of an 
earlier order is involved. Relatively speaking, given the conceptual and symbolic 
structures of an individual, an event of want satisfaction emerges from a previous 
universe of means. There are other events which emerge into a new one. Some 
emerge with but minor change, yet we may still say that their emergence in some 
respects is novel. Other events emerge with significant differences. In a sense 
there is a birth of a new actual entity or occasion. 

The reappearance of an old event would be possible only if it remained outside 
of the range of the process. The past leaves a legacy for the present and the future, 
nothing more. 

To put it otherwise, an actual occasion of want satisfaction may be said to be 
determined by its predecessors, but it also conditions or sets up the initial position 
for the appearance of its successors. Thus, long ago, man sought entertainment 
through the jester. Then, in sequence, came the harlequinade, the mask, and the 
pantomime, from which eventually emerged the modern drama. There have been 
many other forms of entertainment, to be sure. In time some of them have been 
merged into a single spectacle or a single device or presentation. In entertainment, 
man has wanted color, action, gayety, tragedy, and comedy. All these have been 
given to him in some form or other. Various means for imparting these qualities 
have been attempted over the history of the theatre. 

As the new comes man remains persistent; he wants greater ease and comfort 
as a spectator; and he desires further intensity of the very act of entertaining. 
Consequently, there came motion pictures which imparted to entertainment a 
breadth never before achieved. But man insisted upon dimension, upon color, 
and upon sound; and each of these was given him so that the theatre today has 
gone far beyond its early conceptions. More recently has come the radio and, 
today, color television. Again, television came because man wanted it and not, 
as some insist, because it was foisted upon him. This mode of entertainment 
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could have taken other form but there were events in the past which contributed 
to its development and man envisaged possibilities of change which were eventu- 
ated. In turn, it may itself become a means towards fostering further develop- 
ments. 

Television and its techniques is a combination of many entities. It incorporates 
the numerous discoveries of the electro-magnetic world with theatre craft and 
creative writing. In it is witnessed, as Whitehead might have remarked, how 
“the many become one and are increased by one.” 

Man’s concern in a dynamic society is, therefore, not maximization of utility 
under given wants but maximization under wants which are creatively advancing 
and are made creative by the very efforts to maximize. We are indeed primarily 
concerned with the reorganizing of the means of want satisfaction which will 
yield the greatest possible growth of satisfaction. The very process of maximizing 
partakes of a creative element, for in order to maximize want satisfaction we must 
make those decisions about the use of resources which we expect to lead us to our 
goals, and in making them we develop an awareness of and desire for the higher 
qualities of things. We give thought to both quantity and quality. Intensity of 
feeling is a function of these two elements. Hence wants are ‘caused’ to change 
under the process of maximization. 

In the feelings that have been occasioned through the evolvement of, say, 
television, a certain intensity of satisfaction has been reached. That intensity 
in turn becomes the data for a new occasion. New feelings emerge. In time they 
take on a new intensity and there is creation of a new occasion of satisfaction. 


Creativity is thus a process of bringing together various means of satisfaction 
into new unities of feelings of satisfaction. Here is the very essence of progress. 


Vv. THE CONSUMER AS AN INNOVATOR AND HIS ROLE IN THE DETERMINATION OF 
ECONOMIC STAGNATION AND PROGRESS 


The concept of creativity suggests that the contemporary formulation of the 
stagnation theory rests upon a tacit assumption about a fixed standard of living 
for each income decile. The thesis is the product of (1) the emphasis upon the 
physical aspects of economic organization and (2) the adoption of the static 
postulates of classical economics. The truly dynamic qualities of economic growth 
are ignored. 

If we admit that our economic community is a multitude of individuals having 
ends which engender processes of want satisfaction in a non-traditionalistic way, 
then under certain conditions almost every individual may be a potential entity 
of creativity. His rational behavior is directed towards “maximization” in the 
large of his want satisfaction and thus a cumulative improvement of his asset 
position is involved. 

Every individual possesses sense data against which he achieves his maximiza- 
tion (which includes his cumulative improvement). These sense data, while 
complex, none the less play a role in explaining his behavior, In contemporary 
writing there is an overemphasis of the demonstrative effects in behavior. In the 
real world not all individuals are imbued exclusively with Veblenian tendencies; 
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in fact, most consumers usually desire that some elements of their consumption 
pattern be distinctive. They prefer to be at least partly independent in their 
tastes, and to the extent that there is independence to that extent the action of 
the individual gives a special quality to his collection or constellation of want- 
satisfying means. 

For individuals with low incomes and with planes of living below the standards 
of decent or contemplated living, both of which enter into their perspectives, 
horizons, and plans, the marginal propensity to consume is usually high and 
may be even greater than one. For individuals with high incomes and planes of 
living equal to at least the contemplated standards, the propensity to consume 
at the margin is likely to be less than one, given the income and given the stand- 
ard. But for all individuals there are frequent occasions when it is likely that, as 
their sights and/or income expectations are raised, the propensity to consume at the 
margin closely approaches one or even exceeds one. 

The usual constroxtion of the propensity to consume as found in contemporary 
analysis must rest on 
Such analysis is set into a*szictly static setting. Moreover, it has no temporal 
value in so far as it concerns j ents about either a mature or a progressive 
(or for that matter a regressive) y. The hypothesis thus implied leads to 
no more than a construction of a modeq which the economy is geared to con- 
sumption and consumption is given non-tem qualities. It is inevitable that 
the marginal propensity to consume must be const 

The general argument has validity only when it can be (1) that the force 
of creativity has been virtually dampened, (2) that there is no variability in the 
propensity to consume among income classes and, therefore, relatively mn-differ- 
ences in the occurrence of the peaks of satisfaction among the different incoiire._ 
groups, and (3) that the asset values of the consuming units are constant. 7 

Consider (1), first: creativity has been dampened. The proponents of the 
mature economy thesis must believe particularly that previous satisfactions do 
not become the data for the seeking of new satisfactions. Yet, as we have seen, 
that condition has been applicable to only the Oriental world. For Western man 
seeks the highest possible intensity of satisfaction. Creativity is widespread and 
is the truly essential force behind the course of economic growth. It gives rise 
to relatively continuous changes of a secular nature of both the plane and 
standard of living. Neither should be treated as static concepts and, given the 
societal setting favorable to the operation of creativity, both would tend to 
advance over time. 

(2) The assumption that, there is no variability in the propensity to consume 
among income classes, ignores the presence of a dynamic element internal to the 
consumption function. Usually, the function is formulated without consideration 
of the change which may take place in the propensity to consume over the time. 
For the low income groups there are always the pressures of wanting, even as 
incomes rise, as standards (goals) of living change with expectations and the 
planes of living (achieved goals) are advanced to meet new standards. Some 
income groups may achieve a planned standard of living for the time being and 
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thus a new level of intensity of satisfaction is engendered. Concurrently, some 
never even sight the goals which they have in view. In the short run, the con- 
stituency of these groups is forever changing so that it is doubtful that the groups 
with satisfaction achieved balance out those who have not reached their peaks of 
satisfaction. Therefore, the propensity to consume may be highly variable, 
even though the general level of income may be stable. 

(3) The assumption that asset values of consumers are constant, ignores the 
possibility that under relatively progressive conditions the creativity process 
tends to increase the values of existing assets in total. For as new assets are 
acquired by the consumer the usefulness of all his assets increases and, accord- 
ingly, their total value. This process also contributes to a dissatisfaction with 
some existing assets and the individual seeks to improve his values by replacing 
them with assets of higher value. To be sure, at low income levels individuals 
must fairly consistently pursue past patterns of expenditure. Yet that pattern 
is far from as rigid as some maintain. Those with low incomes respond almost 
spontaneously to any rise in income or income expectations. 

This last emendation of course has been made explicitly by some neoKey- 
nesians. Naturally, the proposals to reallocate national income to low income 
groups through taxation and government spending rest on the assumption that 
consumers with higher propensities to consume are given an opportunity to 
spend with the result that additional real income would be generated. It is 
Duesenberry’s contention, moreover, that the propensity to consume of a 
household is some function, not of the absolute level of its real income, but of its 
position in the deciles of income, with incomes arrayed in order of magnitude. 
Therefore, individuals in the low income deciles are discontent and seek to 
achieve levels of consumption expenditures comparable to those in the income 
deciles above theirs. 

But the proposition advanced here goes beyond these arguments. Both Duesen- 
berry’s and the neoKeynesian views are largely colored by classical thinking on 
consumption. The classicists, as a rule, assumed primarily that new wants 
tended to displace old. Under some circumstances this view is essentially correct. 
But there are such relations of wants which jead less often to displacement than 
to (1) supplementation through complimentarity of new wants to the old and 
(2) to augmentation, through the addition of new wants to the existing structure. 
This combined effect gives rise to broad rather than narrow structural changes 
in wants and, hence, in the asset constellations of individuals.’ 

The preference for consumption goods is thus creatively delineated. It in- 
volves choice not in a static but in a dynamic sense, for purpose is inherently 
dynamic. The individual holds before him a standard of living that is usually 
higher than his plane of living.* Under dynamic considerations, as shown above, 
want-satisfying activity becomes a process. As process, it must be distinguished 
from the degree of intensity of satisfaction and, especially, the highest degree of 

7Cf. Frank H, Knight, Freedom and Reform, p. 233 

* There are exceptions to be sure; but it would seem that these make the rule all the 


more conspicuous. 
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this intensity. In the usual discussion of maximization problems it is the last 
construct upon which emphasis is placed. The consumer adds units of goods 
until the additional items effect equality of all the marginal utilities or of the 
marginal rates of substitution of expenditure; and, for the individual, given his 
real income, total utility is maximized. Nevertheless, process and degree of 
satisfaction are distinct categories of analysis, even though closely related. 
Process is especially significant since it dictates the shifts in the parameters; but 
not in the autonomous sense implied by Duesenberry. These shifts are fairly 
continuous over time and arise out of human behavior so that the parameters 
have both spatial and temporal dimensions. 

To some extent the position here is a refinement of Duesenberry’s. But it goes 
beyond the point of refinement and suggests that the demonstrative effects are 
not the sole determinants of behavior. Rather each individual finds or feels 
something new in what has just happened and he accordingly acts to change his 
want structure and, therefore, his asset constellation. Some individuals must 
originate new wants and many do; and it is also conceivable that this quality of 
originality is widely dispersed. 

We might go so far as to contend that the instability of income levels is prob- 
ably largely a reflection of the “maximizing” and creative activity of individuals 
and households. As want structures change so income levels as a process of 
interaction change; in turn, this process may even become self-sustaining. Actu- 
ally, to nearly all individuals or households income is almost always too low, 
relatively to purpose (standards). Indeed, as a dynamic element, real income is 
almost always falling, again relatively to purpose, whatever the income class. In 
spite of rising asset values, it may be falling in the sense that as individuals 
raise their sights they automatically reduce the value of their real income. 

It is at this point in the argument that Whitehead’s doctrine especially applies. 
As compared with other forms of life, human beings are highly complex organisms. 
Only man is capable of complex feelings about satisfaction (or dissatisfaction) 
garnered from experience; only conipler organisms enjoy the intensity of feeling 
which ensues from the choice of activity or from the enjoyment of new patterns of 
activity. This capacity to cherish new, heretofore unrealized, ends regenerates and 
generates change in the structure of wants. 

With reference to the influence of other consuming units upon an individual’s 
consumption behavior—the demonstrative effect—the relation among individual 
consuming units is more complex than what Duesenberry appears to believe to 
be the case. Actually, consumer’s choice is governed not only by these influences 
but also by each individual's feelings about his experiences. To deny this proposi- 
tion essentially amounts to a denial that the individual is a thinking organism 
and has independency of feeling—definitely a reflection of the influence of 
positivistic radical behavioriam. The idea of interdependence of wants can be 
carried to the same extreme as did the classicists in their assumption of inde- 
pendence of wants. It should be evident that had there not been a high degree 
of independence of choice of consuming units there would never had been any 
need for the complex economic organization of the private or exchange enterprise 
economy ; fairly primitive organizations would have sufficed. 
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In the modern theory of cosmology the results are greater than the cause; in 
the realm of human wants the process of creativity leads to an expansion of 
wants. To use the adjective “quality,” as does Duesenberry in the delineation 
of the factors affecting consumption, implies too much that change involves 
purely existing things, rather than the creation of new things. His interpretation 
of behavior is thus extremely narrow. Contrary to what would be his description 
of its want-satisfying capacity, the automobile, when it came into being, led to 
more than a simple qualitative change of the want structure. It created an 
entirely new set of values which in turn led to further creativity and, hence, to 
new and additional wants. But values and feelings are really identical and by 
their identification we introduce an important spatial consideration into the 
argument. 

That there is a systematic relationship between income increases and the 
propensity to consume, and between increases in the values of assets and the 
propensity to consume should by now be clear. The rise in income is associated 
with advances attributable to creativity and, similarly, the values of existing 
assets are supplemented and complimented by creativity and they also advance. 
Thus, in our society there is inherent in the propensity to consume a long-run 
tendency to increase at the margin and on the average. Short-run stability of the 
propensity to consume may be almost impossible because of the income-genera- 
ting effects of want-satisfying activities. 

That creativity has been on the increase since the turn of this century is an 
hypothesis seemingly of some validity. Therefore, it is conceivable that since 
then there may have been a gradual rise in the level of propensity to consume, 
an upward shift in the function, and in the slope especially. The tremendous 
increase in the production of consumption goods, qualitywise and quantitywise, 
is offered as evidence. Consider the percentage rise in the production of consumer 
durable goods. Completely new developments in wants and want satisfaction 
had their beginning with the automobile and the home application of electricity, 
both of them reaching practical application in the first decade of this century. 
More recently, new materials, plastics, artificial fibres, non-ferrous metals, and 
forest products have added to this impetus. 

In no small way these changes have come about not only because the consumer 
has been receptive to them, but in some measure—probably highly significant— 


he has through his search for the new made it possible for entrepreneurial groups _ 


to assume the risks surrounding the application of new ideas and techniques. 
The entrepreneurs are the innovators at one level: they form new combinations 
of productive agents—Schumpeter’s interpretation of their function as innova- 
tors. Consumers are innovators at a different level: they inspire and induce 
entrepreneurs to produce new things by creating an atmosphere amenable to 
innovation. As in the case of traditionalistically oriented societies, without 
such atmosphere the entrepreneurial function would evaporate or even fail to 
develop. Under a private enterprise economy, the entrepreneurs derive an im- 
portant degree of security from the consumer’s role as one kind of innovator. 
While usually a proper procedure for analytical purposes, separation here of 
these two levels of innovation results in the wrong interpretation of the position 
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of the consumer in the production and investment process. Want satisfaction as 
& process cannot be separated from other economic processes. Experiences are 
inseparable from the totality of experiences; to view them separately leads to 
strictly mechanical and highly positivistic interpretations of consumer behavior. 
Only @ narrow construction of consumption or of production is obtained. Tradi- 
tionalistic organization of production reflects largely the positivistic interpreta- 
tion. Jn much this same sense, the stagnation theory, as usually derived, is forced to 
stand upon a narrow interpretation of consumer behavior. Its constructions of the 
experiences of the consumer are so circumscribed that it fails to admit into its con- 
siderations creativity as a characteristic of the consumer of our modern complex 
society. It is therefore forced in its explanation to recur to exogenous “‘causes’’ 
which have little if any relationship to the realm of consumer experiences. It can 
only focus attention upon what might be termed the physical or non-behavioral 
aspects of growth: changes in technology, population, and territory. This view upon 
the determinants of growth is centered around relatively fixed elements having 
only minor validity in the explanation of stagnation; and it has a striking kinship 
to the Schoolmen’s view on nature, that man is bound forever within an environ- 
ment upon which he has no influence: “The earth and other planets revolve over 
the same paths from now on until doomsday.” All activities become subject to a 
given and unchanging order. 

It might of course be argued that technology is a first cousin to creativity. 
But it needs to be seen that technology is a by-product of creativity which comes 
first in the order of things. Creativity may take the form of strictly disinterested 
curiosity or it may be directed towards the achievement of fairly specific ends; 
but whatever the form it takes it still comes first. The physical elements of growth 
are only surface elements. 

In both classical and stagnation economics change is really predetermined. 
“Cause and effect”’ relations are largely given through the postulates. Nothing 
creative in content is entered in the “‘solution.” The elements are largely per- 
manently existent; and, as it were, the concern is basically with conservation of 
energy. But in the real economic world, broadly speaking, it seems quite neces- 
sary to go beyond postulates of this nature. /t is necessary in fact to examine man’s 
problem-solving activities under conditions where change is independent of the order 
of things; self-continuing change is of the essence. Change is thus to be viewed as 
occurring in an area of endless possibilities of order. In this sense it becomes inde- 
terminate. This is the exact point on which the classicists and the stagnationists 
both seem to stub their respective toes. There is what Cohen has called “the 
systematic ignoring of possibility and hence . . . a tragically systematic impover- 
ishment of the conception of human neture.’” 

By our interpretation, change acquires a new kind of continuity; not cyclical 
in essence, though in appearance. Instead it embodies a power of continuation 
not given the order of things in the traditional sense. Changes, therefore, are not 
to be regarded as a sign of instability, they are instead an ever-reaching towards 


* Morris R. Cohen, Studies in Philosophy and Science, p. 239. 
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greater fulfillment. There is further creation after adoption of the new, on and on, 
as each new entity is achieved. 

The various emphases on the physical elements of growth are limiting in their 
assessment of the nature of economic development. More embracing is the 
broader view that there are other elements which enter into economic develop- 
ment: (1) above all, man’s creativity and the effect of it upon his wants and his 
asset structure; and (2) the institutional nature of man’s environment, the setting 
for his creative behavior. The first element is clearly not limiting upon expansion. 

Institutional elements need not necessarily be limiting, and up to now they 
have not been. What they are in effect depends on what man is in body and mind. 
To the degree that he emphasizes the “I’’ and imparts flexibility to the systematic 
group of conditions upon his actions in his social and political environment to 
that degree he reduces the limiting effects.’ To the extent that man emphasizes 
the “‘me’”’ and seeks to impose a rigid systematic group of conditions upon his 
behavior to that extent they become limiting. 

Indeed, far greater limiting or stagnating effects may arise from the institu- 
tional elements when couched in terms of a rigid systematic group of conditions, 
than from changes in population and technology, which may have only a second- 
ary effect in that conceivably their operation is from the very first conditioned 
by the institutional elements. By taking essentially this point of view, such critics 
of the strictly stagnationist position as Fellner, Simons, Schumpeter and Wright, 
have made a strong point. It appears from their arguments that the physical 
elements have only a relatively minor validity in the explanation of economic 
maturity or stagnation. Of far more importance is the socio-political setting; if 
there is a slow-down of economic growth, it will be for the reason that man has 
acted politically contrary to his interest, its direction and its intensity. 

The direction and intensity of economic development at all times are sur- 
rounded by uncertainty. Economic development is by no means the determinate 
relation usually supposed in contemporary writings on the subject. There are 
several reasons for this uncertainty but the institutional setting probably ac- 
counts for the greatest portion of it. Changes in the setting may lead to serious 
declines in the rates of acquisition of assets by both consumer and entrepreneur. 

Today, there is a growing tendency throughout the Western world for many 
consumers to identify themselves with various producer groups which are or- 
ganized for the purposes of “controlling’”’ prices and output and to prevent 
changes in production methods and in consumption habits. As I have written 
elsewhere : 


The drift is toward group action and group motivation. Wants are more and more 
dominated by group standards, the latter colored by individual behavior to preserve 
rather than to advance positions. Productive effort is more and more dominated by group 
standards intended to compress individuals into fairly comparable molds of behavior. . . . 

The economy thus departs significantly from the fairly atomistic order of two or three 


‘© To be sure every once in a while we pull up our horses of progress to see where we 
stand; a necessity in the changing world. But this is a rational limiting element. 
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generations ago. It becomes a blend of group and individual behavior and, to borrow 
Whitehead’s term, it takes on some of the characteristics of an “organism.” The indi- 
viduals and groups are differently motivated. Consumption, spending, saving, and invest- 
ment are differently affected, as structure and institutions change." 


The activities of these dominant groups may in fact eventually become so 
highly purposive to the individual members of such groups that they may sub- 
stitute group activities, largely sociopolitical in nature, for the usual want-satis- 
fying activities of the individual. Group behavior in contemporary France and 
Italy comes to mind. The greater the degree to which this substitution takes place 
the less is the emphasis upon acquisition of many kinds of consumer assets. The 
“me” comes to dominate over the “I.” Custom and tradition may then largely guide 
the consumer in his plans and purchases; and creativity is sublimated. It is then that 
stagnation truly rears its unsightly head. 

“A Review of Business Cycle Theory,”’ The Southern Economic Journal, April, 1950, 
p. 411. 





PRIVATE OWNERSHIP AND COMMON USAGE: THE 
ROAD CASE RE-EXAMINED: 


JAMES M. BUCHANAN 
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One of the most famous illustrative examples in the literature of economic 
theory is that of the good, narrow road and the rough, but wide, road. This ex- 
ample was introduced by Professor Pigou in his Wealth and Welfare and in the 
first edition of The Economics of Welfare* in an attempt to lend support to his 
general proposition that over-all economic efficiency could be increased by a 
transfer of resources away from increasing cost industries. The validity of this 
argument was questioned by Professor Frank Knight in his now-famous article, 
“Fallacies in the Interpretation of Social Cost,’* in which he used the specific 
road example to show that in a regime of private ownership prices tend normally 
to be so adjusted as to insure the necessary conditions for optimum resource use. 
The road illustration was also employed by many of the other participants in the 
great debate involving resource allocation among industries of differing cost 
characteristics.‘ 

In this paper I shall be concerned with the specific analysis of the road exemple 
rather than with its generalization. This concentration will require a more com- 
plete examination of the various institutional structures which might provide a 
framework for the example. From this approach several interesting and complex 
points arise which tend to be overlooked when the purpose is that of using the 
road case merely to illustrate more important general principles. While the re- 
sults of the analysis will not affect the consensus which has been reached by econo- 
mists on the broader issues, they will modify accepted conclusions concerning 
utilization of facilities when common usage is present. When technological 
external diseconomies exist, changes in the resource ownership pattern as a means 
of producing efficient resource usage will be shown to be of more limited efficacy 
than has been generally supposed. Although the analysis applies particularly to 
the field of highway policy, especially when direct toll charges are imposed on 
users, it may readily be extended to other problems such as the common oil pool, 
the common fishing ground, and the common hunting preserve. 


' I am indebted to Marshall Colberg, Malcolm Hoag, Richard Leftwich, Roland McKean, 
and Jerome Milliman for helpful suggestions at various stages of this paper. 

2A. C. Pigou, Wealth and Welfare (London: Macmillan and Company, 1912), p. 163; 
The Economics of Welfare, First Edition (London: Macmillan and Company, 1920), p. 194. 

* Quarterly Journal of Economics, XX XVIII (1924), pp. 582-606. Reprinted in The Ethics 
of Competition (London: Allen and Unwin, 1935), pp. 217-236. Subsequent reference will 
be to the latter. 

*A useful summary of the general discussion may be found in Howard 8. Ellis and 
William Fellner, ‘External Economies and Diseconomies,’’ American Economic Review, 
XXXIII (1943), pp. 493-511. Reprinted in Readings in Price Theory (Chicago: Richard 
D. Irwin, 1952), pp. 242-263. 
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I 


I shall first restate the example briefly. There are two roads, one of which is 
broad and poorly constructed and can handle traffic of any volume without gener- 
ating congestion. The other road is narrow, and, therefore, limited in its traffic 
capacity, but it is smooth and fast. Original construction costs are neglected. 
Commercial vehicles are the only users of the roads. 

Pigou showed that if there were no tolls placed on the usage of the superior 
road, too many vehicles would tend to travel on it. Toll charges placed on the 
usage of the good road would be in the social interest. On this point there was, 
and is, no dispute. Knight objected, however, to the extension of the Pigou 
argument to the general case, and he specifically stated that under a regime of 
private ownership the correct tolls would tend to be established without govern- 
mental interference. 

Professor Knight was led to this conclusion by reasoning from the application 
of labor to superior and marginal land, correctly showing that under private 
ownership the market will tend to equalize marginal not average products of 
labor on the two types of land. He did not find it necessary to distinguish the 
various possible institutional arrangements through which this allocation could 
be achieved. It will be useful if such a distinction is made here. 

The first, and most immediately suggested, arrangement is that in which the 
land owner hires the labor. As the owner of a unit of superior land hires additional 
units of labor, he is conscious of the decrement in average product, or, in other 
words, the marginal adjustment is internal to his decision. Labor will be allocated 
in such a way that its marginal product is equated on the two types of land. It is 
noted that this result will be forthcoming under any ownership pattern of the 
superior land provided only that the final product is competitively priced. There 
could exist completely centralized (single) ownership of the superior land if the 
total production on this land is small relative to total production in the economy. 

A second institutional arrangement in which the necessary conditions for opti- 
mum resource allocation are present is one in which labor hires the land. Indi- 
vidual workers hire the use of discrete units of superior land. Each worker esti- 
mates the demand for land units on the basis of the familiar law of variable 
proportions, land to fixed labor in this case. Competition among workers will 
tend to equalize returns to labor on the superior and marginal land as before. 
But, in order to insure that the full amount of the superior land be utilized, the 
ownership pattern of this land must be such that the superior land units are 
competitively priced. If the total amount of superior land is fixed and not repro- 
ducible, completely centralized ownership may result in competitive pricing, 
that is, the monopolistic and competitive solutions may be equivalent.* This is 
a special case, however, and in order that competitive pricing be guaranteed, the 
land ownership pattern must be effectively decentralized. If the restriction of 


* In simple geometrical terms, this would be the case if the vertical supply curve should 
cut a straight-line demand curve to the left of its midpoint. 
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fixity is removed, and superior land is reproducible, land prices must be at mar- 
ginal cost levels. Effectively decentralized ownership will always be required to 
produce the proper resource allocation in this situation. 

If a third type of institutional arrangement is now introduced, the problem of 
describing the process through which the market achieves the efficient resource 
adjustment becomes more difficult. Assume that individuai workers hire the land, 
not in discrete units as before, but instead they are now allowed to purchase 
rights to contribute to and to share equally in the total product. Workers do not 
hire land in separable physical units; the amount of land per worker is reduced 
as more shares are purchased. The individual in buying these shares will not be 
able to take into account the decline in the average product of others which is 
brought about by his own action. Interdependence among individual productivi- 
ties is present, or, in more precise terms, technological external diseconomies. 
Workers will tend to equalize individually-estimated marginal products on supe- 
rior and marginal land, but this will not produce equality between social mar- 
ginal products of labor on the two opportunities. If this interdependence among 
individual productivities is to be taken into account, it must be done through an 
institutional ownership pattern which will price superior land shares in such a 
way that the correct usage is promoted. 


Il 


The problem having been introduced in terms of the more familiar land-labor 
example, the road case may be reconsidered. The analogy between the two is 


analytically but not institutionally complete. The essential difference is that 
whereas in the land-labor example real world institutional arrangements are 
normally of the first or second types, in the road case the standard pattern is the 
third type. This difference explains why this third type of adjustment has never 
been carefully considered when the purpose was that of illustrating general prin- 
ciples. This provides the basis for Knight’s statement that the illustration is 
“clearer if we think of the owner of the road hiring the trucks instead of their 
hiring the use of the road.’’* By this assumption, the road example is made equiva- 
lent to the normal or first land-labor case, and the market selects the desired 
resource adjustment through a reasonably simple allocation process. The owner 
of the superior road can take into account the decrease in the average product of 
“each” truck caused by the addition of one truck, and, therefore, he can equalize 
the marginal products of trucking resources on the superior and the inferior road. 
Immediately following the above cited statement, however, Professor Knight 
continues, ‘the effect is the same either way ; it is still the same if some third party 
hires the use of both.” In order to understand under what conditions the effect 
is the same, certain specific institutional assumptions will have to be closely 


examined. 
A second institutional arrangement which will produce the required equaliza- 


* Op. cit., p. 221. 
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tion of marginal products can be indicated. If there is a single large trucking firm 
choosing between the superior and the wide road, the services of both being free, 
this equalization will be effected. It is assumed that the market for the final 
product, freight services, remains competitive even in this case of the single large 
trucking firm. The conclusion that the necessary conditions for optimum re- 
source allocation are present when road services are free holds so long as we retain 
the assumption of fixity and permanence in the two plants. If we consider the 
road plants as subject to depreciation, competitive pricing of the road services is 
required in order to insure that the centralized trucking firm will allocate truck- 
ing resources properly. 

An institutional arrangement which would clearly not produce the desired re- 
sults is one in which a single large trucking firm, large enough to make the re- 
quired adjustment internally, is faced with a single owner of the superior oppor- 
tunity. In this case too many resources will be devoted to the wide (free) road 
since any positive price placed on superior road services will cause the large 
trucking firm to restrict usage below the point where the marginal product of 
trucking resources on the wide (free) road is equated with the marginal product 
on the superior road. This conclusion remains true whether the market for the 
final product, freight services, is competitive or monopolistic. 


il 


The three arrangements mentioned are not, however, as interesting or as 
realistic as others which will be discussed here in somewhat more detail. The 
most interesting is provided in the case of centralized ownership of the superior 
road and the common usage of the road by a fully competitive trucking industry. 
This case should also offer more constructive suggestions concerning the proper 
pricing policy for highways than any of the others. Assume trucking to be a fully 
competitive industry, composed of a large number of firms. The superior road is 
owned by a single profit-maximizing firm, public or private. The road is assumed 
indestructible allowing the whole question of maintenance costs to be neglected; 
this simplification will not affect the analysis. The trucking firm hires the use of 
the road, not the whole road, nor even divisible shares of road surface per unit of 
time, but rather rights to use the road during a particular time period along with 
an undetermined number of other truckers. To the individual trucking firm there 
are clearly external diseconomies of superior road use. The marginal product of 
road service (described as the right to use the road) which will enter into the 
firm’s decision is greater than the aggregate marginal product of that road serv- 
ice. The individual firm’s own action in purchasing a share of the highway reduces 
the productivity of shares to all other truckers. 

There is general agreement among economists that the market does not pro- 
duce the efficient allocation of economic resources when technological external 
diseconomies are present. The diseconomies involved in road use are obviously 
technological rather than pecuniary. As more trucks use the superior road, the 
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average productivity of all trucks falls solely due to the physical effect of conges- 
tion. The production functions of the trucking firms are changed.’ 

The important question, and it is one which transcends the particular appli- 
cation to the road problem, concerns the fundamental reason why the existence 
of technological external diseconomies arising out of common usage prevents the 
market mechanism from producing the necessary conditions for the optimum 
allocation of resources. Is it hecause individual utilities or productivities are inter- 
dependent? Or is it because some resources which are commonly used are not 
centrally owned? Or do these two reduce to the same thing? If the absence of 
centralized ownership is emphasized, all that appears to be required to produce 
over-all efficiency is some mod:fication in the ownership of the relevant resource, 
along with the profit-maxim:zing pricing of the resource services. Monopoly 
pricing which maximizes rent on the superior opportunity would seem to be the 
socially-desirable arrangement.* The commonality of usage may still remain. On 
the other hand, if the failure of the market mechanism is held to stem from the 


7 Road usage provides a specific, and not unimportant, example of the fourth type of 
interdependence mentioned by Scitovsky, the only one which he characterizes as ‘‘external 
economies and diseconomies,’’ The production function of the individual trucking firm de- 
pends not only on the factors utilized by the firm but also on the output of other firms. 
This fits Meade’s precise definition of external diseconomies. (See Tibor Scitovsky, ‘“Two 
Concepts of External Economies,’ Journal of Political Economy, LXII [1954], pp. 144-5; 
J. E. Meade, “External Economies and Diseconomies in a Competitive Situation,’ Eco- 
nomic Journal, LXII [1954], p. 67.) 

The road case has been used by many economists to illustrate the existence of external 
diseconomies. See, for example, Jacob Viner, ‘‘Cost Curves and Supply Curves,’’ Zeilachrift 
fir Mationalékonomie, III (1931), p. 221. 

My. R. F. Kahn was able to deny the existence of external diseconomies in the specific 
road case by a peculiar chain of reasoning. Having defined marginal private productivity 
as a change in a firm’s output resulting from a change in the input of one factor, the firm’s 
expenditure on and the total amount of the other factors remaining unchanged, and mar- 
ginal social productivity as the change in the total output of the community under the 
same conditions, he makes the following statement: ‘‘In considering the application of all 
other factors, considered as one composite factor, to the factor ‘road,’ our definition of 
marginal social productivity—-and by implication of external diseconomies, which are said 
to exist when marginal social productivity falls short of marginal private productivity— 
requires that the amount of road space utilized by the firm which increases its output shall 
remain constant. It follows that the amount of road space available to all other firms also 
remains constant. Their output is consequently unaltered; and marginal social productivity 
does not differ from marginal private productivity.’’ Quite clearly, however, any change in 
output must be measured in vehicle or ton-miles per time unit and must change the amount 
of road space utilized by the firm under consideration as well as change the amount avail- 
able to other firms. Mr. Kahn was apparently trapped by his own definition into assuming 
an impossible situation. (R. F. Kahn, “Some Notes on Ideal Output,’’ Economic Journal, 
XL [1935], p. 18.) 

* This is explicitly stated by H. Scott Gordon in his analysis of the common fishing 
grounds problem. His treatment is similar to that of Professor Knight, and the fishing 
grounds problem is similar, in most respects, to the road problem. See, H. Seott Gordon, 
“The Economic Theory of a Common-Property Resource : The Fishery ,’’ Journal of Political 
Economy, LXII (1954), pp. 124-142. 
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interdependence among individual decisions, the required efficiency may be 
produced only by a centralization of the decision-making, or, in other words, a 
removal of the commonality of use. In the first case, centralized ownership of the 
commonly-used resource is the only institutional change suggested. In the second 
case, centralized ownership of the resource and centralized decision-making 
concerning its use is recommended. 

The argument that centralized ownership alone will produce the required usage 
may be examined first. Its validity depends on the proof that the owner of the 
commonly-used resource, the good road, will be led by the profit motive to fix a 
price which will, in fact, cause individual users of the facility to produce the 
efficient utilization. It must be emphasized that the actual resource adjustment 
must result from the actions of the individual competitive trucking firms, not 
from any direct action on the part of the owner of the good road. 

The demand for the services of the good road must originate with the individ- 
ual trucking firms. As discussed in the second land-labor illustration above, there 
would be no serious problem of deriving a demand function if the individual 
trucking firms could purchase highway services in discrete and homogeneous 
units. The demand function for the individual firm would be derived by the appli- 
cation of successive units of highway services (square feet of road space per unit 
time) to the fixed amount of non-highway factors.’ The law of variable propor- 
tions would be fully operative. If we leave congestion out of the picture, this is 
essentially the situation. There will be a down-sloping demand curve for highway 
inputs for each trucking firm. The aggregate demand curve for superior road 
services could then be derived by the normal summation of individual demand 
curves. 

Now congestion must be introduced. The productivity of “rights’”’ to highway 
usage received by the individual firms will depend on the usage of the road by 
other firms. This additional factor will enter into the individual firm’s purchase 
decisions. Individual demand functions will be shifted by expectations of traffic 
volume. 

This may be illustrated geometrically in Figures 1 and 2. Figure 1 depicts the 
demand curve of the individual firm for the inputs described as rights to use the 
good road during a particular period of time. D, represents the firm’s demand 
curve when no congestion is expected.’ D, and D, represent lower levels of de- 
mand (marginal value product) based on expectations of traffic volume sufficient 
to generate congestion. 

Figure 2 is drawn with the factors reversed. The road is now considered the 
fixed factor, and the curve AP is the average product of trucking resources as they 
are applied to the superior road. It should be noted that the factors are reversed 
for the aggregate of firms, not for the individual trucking firm. This is an impor- 
tant step since the definition of the appropriate dimension appears to have been 


* All non-highway inputs cannot, of course, remain fixed. Certain inputs (e.g., fuel, 
driving time) must covary with highway inputs. 

'¢ Similar down-sloping demand curves, at a lower level, could be derived for the services 
of the free road, but these are not necessary to the argument. 
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the source of much of the confusion surrounding this road problem. (See Footnote 
7 for Kahn’s denial of external diseconomies.) The declining average productivity 
is not due to the action of any one firm but rather to the action of all firms. If the 
base line is taken to represent the average (marginal) productivity of trucking 
resources on the free road, the proper investment of trucking resources on the 
good road is shown at 00’, where marginal productivity on the two opportunities 
is equated. 

Figure 2 is related to Figure | only in that the location of the demand curve for 
“rights” to superior road use is a function of expected traffic volume, or the 
amount of aggregate trucking resources applied to the fixed road. The shifting 
downward of the individual demand curves is due to the declining average pro- 
ductivity of trucking resources. If the individual trucking firm expects no con- 
gestion, that is, if it expects total usage to be less than ON, D, is the relevant 
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demand curve. On the other hand, if it anticipates total traffic of 00’, the dernand 
will be D,. The individual firm has no power of determining the operational point 
along AP. 

The market demand curve for “rights” to use the good road during a particular 
time period is not derived by a simple summation of individual demand curves 
except when congestion is absent. Once congestion appears, the individual de- 
mands become interdependent. The road owner must take into account not only 
the declining individual demand curves but also the declining average produc- 
tivity of trucking as total traffic increases. The interdependence among produc- 
tivities requires that each firm estimate as correctly as possible the action of all 
other firms and base its own action upon this estimate. Mutually correct predic- 
tion of this sort by all firms is, of course, impossible. After a traffic pattern has 
been established, however, reasonably accurate prediction of total volume may 
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be possible, and the road owner may be able to determine a profit-maximizing 
price within limits of uncertainty somewhat broader than the usual monopolist. 

In either the congestion or the no-congestion case, it seems clear that the pric- 
ing policy of the single owner of the good road will result in road usage, in terms 
of “rights” per time period, which is not identical with that represented by 00’ 
in Figure 2. The total number of toll tickets sold will produce a traffic volume on 
the good road smaller than that which would be necessary to equalize the mar- 
ginal productivities of trucking resources on the two opportunities. The profit- 
maximizing pricing policy of the road owner will generate an overly-restricted 
usage of the superior facility. 

This result may be casily demonstrated in the no-congestion situation. If con- 
gestion is not present on either road, no trucks should use the poor road, and 
the good road should be operated as if it were a free good. But the single owner- 
ship arrangement will cause a price to be placed on its services. If the individual 
firm’s demand curve for the services of this road is down-sloping, the existence 
of any positive price will tend to restrict road usage to some degree. 

The result is similar, although somewhat more complicated, in the presence of 
congestion. The single road owner will be able to take into account the declining 
average productivity of trucking as traffic volume increases. The marginal adjust- 
ment will be internal to his pricing decision. In so far as this factor alone is re- 
flected in the price chosen, the correct usage will tend to be promoted by the 
single owner’s action. But the owner will also take into account the down-sloping 
demand curves of the individual trucking firms. In so far as he incorporates these 
data into his pricing decision, the usage of the road will tend to be below that 
which is socially efficient. 

Only if the individual firm’s demand curve for superior road use should be 
horizontal will the institutional arrangement in which the single owner sells road 
inputs to a fully competitive trucking industry tend to produce the efficient allo- 
cation of traffic between the good and the free road. In this situation, the aggre- 
gate or market demand curve would tend to reflect only the declining average 
productivity resulting from increased traffic volume. Monopoly pricing on the 
superior road, subject to the special uncertainties created by the interdependence 
among individual decisions, would tend to promote socially-desirable results 
under these conditions. This type of individual firm demand curve appears to 
have been implicitly assumed in some of the arguments which suggest that cen- 
tralized ownership alone will produce the desired results. But this construction 
appears to have little in its support. With a fixed amount of non-road factors, e.g., 
trucks and terminals, a trucking firm will pay a greater price for the first few 
rights to travel on the road during a given time period than for the nth right. 
Beyond its normal capacity of operations, additional trips would require double 
shifts, undermaintenance of equipment, etc. In other words, rights to road use 
are no different from any other type of input. The law of variable proportions 
must be operative, at least after the initial range. 

It must be concluded that single ownership of the superior opportunity along 
with monopoly pricing of road services will not produce the allocation of resources 
which is dictated by efficiency criteria. The monopoly control arises in the sale 
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of superior road services only. Throughout the analysis we are assuming that the 
market for the final product, freight services, remains fully competitive. 


IV 


The case in which the ownership of the superior opportunity is assumed to be 
decentralized will now be examined. In the restricted road example, this owner- 
ship pattern is not possible, but it is interesting to determine the results as if it 
were. Therefore, assume that the over-all superior road is broken up into a num- 
ber of smaller superior roads, the number being sufficiently large so that no single 
road can influence significantly the total traffic. If these good roads are physically 
separated, congestion will arise independently on each road. A declining demand 
curve will face each of the superior road firms; this will arise, not because the firm 
is sufficiently large to influence the total supply of road services, but because of 
the declining average productivity of trucking resources as they are applied to 
the individual road. In terms of the earlier figures, the down-sloping functions for 
road services facing the road owner will arise from factors which are the basis of 
Figure 2 alone. In so far as each of these road firms estimates the declining aver- 
age productivity of trucking resources accurately, and in so far as the various 
trucking firms correctly predict the amount of traffic volume on each road, the 
profit-maximizing pricing of the superior road services will tend to promote the 
correct allocation of total trucking resources among the several superior roads 
and between the superior roads and the free road. 

This appears to be the institutional arrangement that is implicit in Professor 
Knight’s argument. Although the arrangement is impossible in the specific road 
example, since there is only one good road, it indicates that there does exist an 
institutional pattern in the common usage case which provides the necessary 
conditions for optimum resource use. But several interesting features are to be 
noted. The area of common usage, and thus interdependence, is reduced to the 
size of the individual small superior road. And monopoly pricing, not competitive 
pricing, is the basis for the individual road firm’s policy. There is an interesting 
combination here of competitive and monopoly elements. Competition in the 
market for final product is assumed throughout. Competition among individual 
trucking firms is also present. And there are a sufficient number of road firms to 
allow competitive conditions to be present. But each road firm must be a price 
maker. It follows a monopoly pricing policy in that it equates marginal revenue, 
which is less than price, with marginal cost. The firm’s only control over price 
must arise from congestion or from the existence of the external diseconomies in 
road use; the monopoly arising from the control over the total supply of “rights”’ 
to superior road usage which was present in the centralized ownership case must 
be absent. Rent on each of the several superior roads will tend to be maximized by 
this arrangement, but it is to be emphasized that total rent on the superior 
opportunity as a whole will not be maximized. Mr. Kahn is, therefore, correct 
when he indicates that competitive ownership of the superior opportunity is re- 
quired, and that monopoly ownership will lead to an overly restricted usage.’ 


“RR. F. Kahn, op. cit., pp. 17-18. 
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Both Knight and Gordon are wrong when they state that aggregate rent must 
be maximized on the superior opportunity.” The single owner could, by taking 
into account monopoly elements arising through his control over ‘‘rights”’ to road 
use which are independent of congestion, exact from users of the facility a higher 
total rent than could the aggregate of the numerous owners in the alternative 
case. 


Vv 


The remaining institutional arrangement which must be examined is the one 
in which both competitive ownership and competitive pricing of the superior 
opportunity is present. Assume that there are a sufficient number of superior 
roads to insure than no one appreciably affects the total traffic, but also assume 
that these roads are interconnected in such a way that congestion arises on the 
whole road system and not on a single road. Congestion is a function of total 
superior road usage, not the usage of any single superior road. This may be 
imagined as the case where the numerous superior roads cross each other at fre- 
quent intervals and congestion appears at the intersections. Although far-fetched 
in this particular application, this arrangement is not without relevance in the 
real world. In fact, this is the arrangement most closely analogous to the stock 
examples of external diseconomies, e.g., the smoking chimneys. Each road owner 
will be faced with a horizontal demand curve for road services since he has no 
control over the total supply of superior road “rights” to be put on the market; 
each road owner will be a price taker since congestion is not a function of traffic 
on his individual road at all. Price will be established at marginal cost, which is 
zero in this example. An explanation of the zero price may be in order. If there 
were a fixed total supply of “rights” to superior road usage, there would tend to 
be a positive price established. This would be similar to our land-labor example 
where laborers hire discrete units of land from competitive land owners. The price 
would then be set at the market-clearing level, or, in geometrical terms, where 
the aggregate demand curve cuts the vertical supply curve. But in the highway 
problem, there is no fixed total supply of rights to use the road. Road services do 
not “run out” regardless of the number of users. Since additional users of a single 
road would impose no cost on the individual road owner, competition among such 
owners will tend to bid the toll charges down to zero. There will result over-usage 
of the superior opportunity in this sort of competition, which may have been as- 
sumed implicitly in Pigou’s original contention. There would, of course, be costs 
imposed on society by the addition of users to the total superior opportunity. 
But since these costs arise solely from congestion they will not be borne by road 
owners but by other users, and, therefore, they cannot influence road supply 
and, through supply, price. 

vi 


The several possible ownership and pricing arrangements have been traced 
through in order to determine which of these patterns would produce the re- 
quired necessary conditions for optimum resource allocation. It was found that 


' Knight, op. cit., p. 224; H. Seott Gordon, op. cit., p. 129. 
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single ownership of the superior opportunity along with monopoly pricing of the 
resource services would result in socially-undesirable restriction on the usage of 
the good road whether or not congestion is present. Too many trucks would be 
forced into using the free road. It was shown that compvtitive ownership and 
competitive pricing of road services would result in over-utilization of the good 
opportunity relative to the poor one when congestion is present. This ownership 
and pricing pattern produces efficient results only when congestion, that is, ex- 
ternal diseconomies, is absent. Only in the intermediate pattern in which com- 
petitive ownership prevails but monopoly pricing principles are followed are the 
results consistent with efficiency criteria when interdependence among user 
decisions is present. Only in this case will the superior road owner, when making 
his pricing decisions, take into account solely the decline in the average product 
of trucking resources which is due to congestion. 

These arrangements have been examined as if they were all possible. If the 
analysis is limited to the original specific example of the one good road and the 
one free road, no private ownership pattern for the road alone will produce the 
necessary conditions for efficient resource use. The efficient usage may be achieved 
in any one of the three following ways. Fje€t, trucking operations may be cen- 
tralized and all roads made free, pecs-nféd that alternative transportation media 
are sufficiently good substitu © keep the market for freight services fully 
competitive. Second, a single #iperior road owner may be forced to operate as 
well as own the road, hiring th use of trucking resources, treating them as inputs, 
and marketing the final prodifct (freight services) himself in a fully competitive 
market. Third, the governmgfit may own the roads and price the road services 
at the level of marginal socf#l cost. In application to the real world problem of 
highway operation, this thig§ alternative provides the only meaningful criterion 
for operational efficiency." 

The questions raised eager may now be answered. The statement that indi- 
vidual utilities or product@ities are interdependent is equivalent to saying that 
some resource which is commonly used is not centrally owned. But from this it 
does not follow that a change in ownership alone is always sufficient to produce 
the necessary conditions for attaining a Paretian utility frontier. The difficulty 
in securing the efficient resource utilization by changes in ownership alone stems 
from the institutional facts of life. In many cases, it is impossible to secure the 
centralization of ownership required to make the external diseconomies of usage 
internal to a single owner without at the same time providing the single owner with 
a degree of monopoly control over the total supply of resource services. In so far 
as technological external diseconomies arise from an expansion in usage of a whole 
resource category or even a substantial part of this, it is clear that ownership 
changes alone will not be sufficient. Only in those cases where the extent of the 
commonality of usage is limited to a relatively small proportion of the total re- 
source supply (not final product supply) can ownership arrangements be exclu- 
sively relied upon to produce desirable results. 

Although this paper has been limited to an analysis of the road case under 


"4! See my, ‘The Pricing of Highway Services,’’ National Taz Journal, V (1952), pp. 97- 
106, for a discussion of this criterion. 
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each of the several possible institutional arrangements, the conclusions reached 
may be readily extended to all problems where commonality of usage creates 
interdependence among user decisions. Familiar examples are the common oil 
pool, the common fishing ground, and the common hunting preserve. Tle analy- 
sis indicates that the centralization of ownership of the common oil pool, for 
example, may cause an overly restricted usage of the pool even if the market for 
oil remains fully competitive. If the pool possesses any advantages which make it 
unique as a superior resource, the single owner may sell drilling “rights’’ to com- 
petitive purchasers, and, by so doing, he can secure a greater rent than he could 
if he does all the drilling himself. Only if the individual common pool is one 
among many like pools will the proper rate of pumping be promoted by single 
pool ow*ership. Assuming, as has been the case throughout the analysis, that the 
market for the final product remains fully competitive, both the ownership and 
the operation of the superior facility must be centralized if the efficient utilization 
of resources is to be produced without direct governmental interference. 





THE CAPITALIZATION, ALLOCATION, AND INVEST- 
MENT EFFECTS OF ASSET TAXATION 


J. A. STOCKFISCH* 
University of Wisconsin 


The corporate income tax and ad valorem property taxes have much in com- 
mon: They both directly reduce the money income investors obtain from holding 
and constructing physical assets. One would therefore expect both types of 
taxation to be treated within a single theoretical model. Yet tax analysts have 
formulated no model which fits both cases. Indeed, the prevailing theories on 
each tax are somewhat inconsistent. Property taxes—with the exception of 
those upon “land” rent—are usually viewed as business costs, or as excise taxes 
on housing, which are allegedly shifted to consumers.' The corporate tax, on 
the basis of analyeis centering around the “‘no profit’ (or, in some versions, 
the marginal) firm, is considered to fall on stockholders and not shifted. It should 
be emphasized, however, that substantial disagreement with both theories exists. 
Some writers hold that property owners bear both general and partial property 


* I am indebted to my colleagues, Professors Martin Bronfenbrenner and Harold M. 
Groves, for helpful comments and suggestions regarding this paper. 

! Recent developments in tax shifting theory suggest that the doctrine that consumers 
bear indirect taxes requires serious reappraisal. Traditional tax shifting theory is an ap- 
plication of Marshallian partial equilibrium analysis. As such, it focuses undue attention 


on the fact that special indirect taxes do raise the prices of taxed consumer goods and 
services. These price increases occur because resources avoid the taxed activity, which re- 
duces the supply and increases the price of the particular consumer good or service. But 
the shifting process itself suggests that productive power initially affected by the tax has 
some alternative employment. Consequently, the output of other commodities must be 
greater, and their prices lower. The latter effect may benefit some consumers. Currently- 
popular tax theory, due to its uncritical acceptance of Marshallian price analysis, is in- 
capable of treating these price-lowering effects of indirect taxes. A general equilibrium 
pricing approach is therefore necessary. 

The initial onslaught against traditional partial equilibrium tax-shifting theory occurred 
in connection with excise taxes in Earl Rolph’s “A Proposed Revision of Excise- 
Tax Theory,’’ Journal of Political Economy, April 1952, LX, pp. 102-117, wherein Rolph 
employs a general equilibrium pricing model. For an extension of that type of model to 
treat the impact of excise taxes on relative factor earnings and investment, ef. J. 
A. Stockfisch, ‘“The Capitalization and Investment Aspects of Excise Taxes Under Compe- 
tition,’’ American Economic Review, June 1954, XLIV, pp. 287-300. For a reformulation of 
the conditions under which excise taxes do impose burdens (and benefits) on consumers, 
ef. G. F. Break, ‘‘Excise Tax Burdens and Benefits,’’ ibid., September 1954, XLIV, pp. 
577-504. The theory treating property, corporate, and other forms of business taxation 
requires a similar reformulation. The following analysis is a step in that direction. 

*Cf. Harry G. Brown, The Economics of Tazation (New York: Henry Holt, 1924), pp. 
183-190 Brown argues that property taxes, which he treats as taxes on capital or the in- 
come from capital, reduce the rate of return, which affects saving and investment over the 
long run and ultimately affects other earnings. Jens Peter Jensen also adopts this view in 
his comprehensive Property Tazation in the United States (Chicago: University of Chicago 
Press, 1931), ch. iii. 
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taxes.? Other students argue that the corporate income tax is shifted.? Hence 
the theories treating both corporate and property taxes are in a state of confu- 
810n. 

Recent developments in the analysis of corporate and business taxation have 
raised further issues in asset tax theory. Some writers assert that a corporate 
tax or a general business tax is capitalized, and reflected in lower market values 
of real assets and the equity claims against assets.‘ The tax capitalization theory 
is usually applied to property taxes on non-reproducible assets like land.’ Yet 
uncritical application of the capitalization doctrine to taxes which lower the 
income of all assets and reproducible assets may involve serious error and beg 
important questions. Quasi-general taxes like the American property tax system 
and the corporate income tax can lower the capitalization rate itself. T. 8. 
Adams recognized this possibility when he criticized the extremes to which a 


* Of. J. Fred Weston, “Incidence and Effects of the Corporate Income Tax,’’ National 
Taz Journal, December 1949, II, pp. 300-315. Weston bases his shifting argument on the 
point that the corporate tax hits more than just the “pure profits’’ of economic theory. 
Even ‘marginal’ firms earn implicit interest on their invested capital. Under most condi- 
tions the corporate tax will reduce these earnings and result in tax shifting. 

Another shifting argument with respect to the corporate tax rests on the view that the 
tax deters investment and capital accumulation. The consequential lower capital stock 
reduces total output and, possibly, changes relative factor earnings. Cf. Howard R. Bowen, 
“The Incidence of the Corporate Income Tax: A Reply,’”’ American Economic Review, 
March 1046, XXXVI, pp. 146-147, for an example of this position. Those who hold this view 
regarding the corporate tax and investment do not always make their position clear whether 
the tax reduces investment because (1) it lowers the incentive to invest, or (2) it reduces 
the sources of investable funds. The incentive argument implicitly assumes that existing 
and potential asset holders bear the tax, and that it is therefore not shifted—which is a 
point at issue in the first place. With respect to the sources of funds argument, it may be 
held that all taxes reduce investment since they lower the money balances of potential 
private investors. Hence, a progressive personal income tax is shifted if it lowers the in- 
comes of wealthy groups who otherwise would invest. Such an outcome is not normally 
considered to be a type of tax shifting, however important a subject for tax analysis it may 
be. And in order to treat the impact of taxes on the sources of investment funds, it is first 
necessary to determine who actually bears their money burden, which is a task of tax 
shifting analysis. 

‘Of. E. Cary Brown, ‘Business Taxation and Investment Incentive,’’ Income, Employ- 
ment, and Public Policy: Essays in Honor of Alvin H. Hansen (New York: W. W. Norton, 
1948), pp. 301-303; Dan Throop Smith, Effects of Taxation: Corporate Financial Policy 
(Boston: Harvard University, 1952), pp. 102-104. 

* For example, a downtown lot that rents for 1000 dollars a year will be worth 20,000 
dollars if the capitalization rate is five per cent. Should the state announce a special yearly 
tax of 500 dollars on the property, the lower future after-tax earnings of 500 dollars will 
be discounted by the five per cent rate and the value of the property falls to 10,000 dollars. 
The tax is capitalized. The tax is not shifted. A new purchaser who acquires the land is 
exempted from the tax, even though he makes the explicit tax payments, because he will 
pay no more for the property than an amount which enables him to obtain the going rate 
of return. Thus tax capitalization and non-shiftability have become almost synonymous. 
For a discussion of the tax capitalization theory, cf. Edwin R. A. Seligman, The Shifting 
and Incidence of Taxation (5th Ed.; New York: Columbia University Press, 1932), p. 220, 
who states, “if by shifting of a tax we mean its transfer onward to someone else, capital- 
ization is the opposite of shifting.” 
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previous generation of tax analysts pushed the tax capitalization doctrine.* 
Adams’ contribution, and the following discussion of Seligman and Davenport,’ 
left many students uneasy in their treatment of property taxes and the capitali- 
zation doctrine.’ If the Adams position on the inter-dependence of asset earnings 
taxation and the capitalization rate—which was adumbrated by Davenport 
and which has not yet been refuted*—is valid, the conclusions of contemporary 
writers on the capitalization of the corporate tax require modification. — 

One of the important implications of the capitalization theory when it is 
applied to quasi-general taxes is that the tax reduces the incentive to invest. 
To hold that a general asset earnings tax is capitalized is a way of saying that 
the tax causes the value of reproducible assets to fall. The lower capitalized 
values of some concrete assets may be less than their cost of construction and/or 
replacement. There would be no incentive to construct those same assets, and 
investment spending would fall. Some writers use the tax capitalization theory 
to “demonstrate” that taxation reduces investment incentive;'® others seem to 
be unaware of this implication. Yet the impact of asset taxation on investment 
incentive raises further questions. The answers to them are by no means ob- 
vious. For this reason, the points Adams, Seligman, and Davenport previously 
discussed acquire new significance. 

This discussion proposes to resolve some of the ambiguities in the theories of 
property and corporate income taxation. These difficulties have their source in 
capital and interest theory, and in the traditional partial equilibrium pricing 
approach to tax shifting. Contrary to prevailing tax theory, the following analy- 
sis attempts to recognize the general interdependence of the price system. With 
the aid of such a model, we can integrate the treatment of property and corpo- 
rate taxes. It is also possible to clear the ground to treat directly those issues 
which have their roots in capital and interest theory. 

I shall try to show that the money burdens of both property taxes and corpo- 
rate taxes, when viewed individually, are partially shifted to the owners of 
non-taxed or more lightly taxed assets. Both taxes therefore affect the alloca- 
tion of capital, which changes the relative prices of consumer goods and services. 
But it does not necessarily follow that consumers or workers ‘“‘bear’’ either tax. 
Apart from the reallocation of capital, both taxes serve to lower the over-all 
rate of return on capital, which reduces the net income of property owners. 
Sections II and III treat respectively the corporate tax and property taxes. 
Whether either tax is capitalized depends on the relationship between the income 
lowering effect of asset taxes and the capitalization rate. This aspect of asset 


*T. 8. Adams, ‘“Tax Exemption Through Tax Capitalization: A Fiscal Fallacy,’’ Amer- 
ican Economic Review, June 1916, VI, pp. 271-287, esp. p. 278. 

7Cf. E. R. A. Seligman, ‘Tax Exemption Through Tax Capitalization: A Reply,” 
Americen Economic Review, December 1916, V1, pp. 790-807; and H. J. Davenport, ‘“Theo- 
retical Issues in the Single Tax,” sbid., March 1917, VII, pp. 1-30. 

*Cf., e.g., Carl Shoup, “Capitalization and Shifting of the Property Taxes,’’ Sympo- 
sium on Property Taxes (New York: Tax Policy League, 1940), pp. 187-201. 

* Cf. Davenport, op. cit. 

‘0 E. Cary Brown, op. cit., p. 303. 
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taxes and their effect on investment incentive is discussed in Section IV. These 
first four sections treat only taxes on reproducible assets, and ignore special 
taxes which may be imposed on land. Section V treats land taxation and contains 
some concluding remarks. 


I, CONCEPTS AND ASSUMPTIONS 


The following analysis draws heavily on three important concepts: The in- 
come, allocation, and investment incentive effects of taxes. The income effect 
of a tax “means literally the difference in a person’s money income occasioned 
by a tax.’ From the attempt of resource owners to avoid the entire income 
effect, tax shifting results. Tax shifting occurs because productive resources 
flow into untaxed or more lightly taxed alternatives. The interindustry flow 
causes a different allocation of resources and pattern of relative prices. This is 
the allocation effect. The investment incentive effect occurs because asset taxes 
reduce the earnings private investors obtain from holding and constructing real 
assets. Lower earnings may cause individuals to invest more or less. One may 
view the investment incentive effect as a type of allocation effect if one wishes 
to hold that after-tax earnings are a “price’’ which induces individuals to forego 
non-investment alternatives like holding cash or consuming.” For the purpose 
of this analysis, however, it is important to distinguish between the impact of 
taxes on the allocation of a given amount of capital resources and their effect 
on the aggregate supply of capital resources.” 

The impact of quasi-general property taxes and the corporate tax on asset 
values necessarily raises questions in capital, investment, and capitalization rate 
theory. One must implicitly or explicitly adopt some theory of capitalization 
rate determination when treating this problem. For our purposes, it is helpful 
to employ initially the theory of interest espoused by F. H. Knight: the monistic 
productivity theory.“ In this theory the capitalization rate is that rate which 
equates the net earnings of physical assets with their costs of production. It is 
implicit in this theory that new assets are produced under constant cost condi- 
tions.'* If the constant cost assumption is not made, the monistic productivity 
theory would be incomplete since changes in the level of investment spending 
and the production rate of new assets would change the cost of producing new 
assets and hence the capitalization rate. 

Knight’s interest theory is accepted throughout sections II and III. It is 

\ Rolph, op. cit., pp. 104-105. 

" Our allocation effect and Rolph’s “‘price-reallocation effect’’ (cf. ibid., pp. 103-104) 
differ in this respect. Rolph apparently includes both the incentive effect and our alloca- 


tion effect in his concept. 

“ We purposely avoid any reference to the ambiguous concept of ‘“incidence’’ which, in 
the hands of different writers, is some combination of these three as well as other effects. 

“ Of. Frank. H. Knight, “The Quantity of Capital and the Rate of Interest, I,’’ Journal 
of Political Economy, August 1936, XLIV, pp. 433-463. 

** For an explicit statement of this assumption, ef. F. H. Knight, “Professor Fisher’s 
Interest Theory: A Case in Point,” Journal of Political Economy, April 1931, XXXIV, 


pp. 199-200. 
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convenient for our purpose since it enables us to avoid raising questions regard- 
ing investment incentive and the capitalization of taxes which lower overall 
asset earnings. Since changes in investment spending (whether they emanate 
from tax changes or not) exert no influence on the cost of new assets, the cost 
of replacing old assets remains unchanged. No tax capitalization (i.e., tax-caused 
changes in the value of the capital stock) can result unless the tax influences 
cost conditions in the investment goods industries. This non-capitalization 
outcome also follows when we employ a discounting theory of asset valuation: 
When taxation reduces the average earnings of capital assets, including those 
to be constructed on the margin of investment, it also reduces the capitalization 
rate itself by an equal proportion. Lower over-all earnings are discounted by a 
proportionately lower rate, and the value of the capital stock remains unchanged. 
Therefore, by using the Knightian productivity theory as a first approximation, 
we can temporarily separate out of our analysis some of the problems that beset 
us. In section IV, when we treat the capitalization and investment incentive 
aspects of asset taxation, we shall drop these capitalization rate and constant 
cost assumptions. 

Throughout the analysis we also assume that individuals acquire assets only 
for the explicitly measurable income which assets earn. We therefore ignore the 
possibility that investors have different “‘tastes’’ for various assets. We shall 
also assume that all asset yields are discounted by a single capitalization rate. 
We thus ignore risk and uncertainty, and the possibility that individuals may 
“load” their discount rates with coefficients reflecting their appraisals and 


preferences regarding risk and uncertainty. Such an assumption makes our 
analysis extremely unrealistic, but it is no more so than the traditional capitali- 
zation valuation theory and the theories of investment choice built around the 
concept of “the” interest rate. 


Il. THE CORPORATE INCOME TAX 


Under a competitive equilibrium with no asset earnings taxes, the rates of 
return on capital in both corporate and non-corporate activities would be equal. 
Now let us introduce a tax of, say, fifty per cent on all corporate accounting 
profits. Here we explicitly recognize that the corporate tax hits more than just 
the theorist’s “‘pure’’ profits. Let us also initially assume that all claims against 
corporate assets are equity claims so that there are no explicit interest charges 
against the earnings of real assets. (We shall drop this assumption later.) 

With the imposition of the tax, the private rate of return on the historical 
value of investment carried out by corporations falls below the rate of return 
prevailing in the non-corporate sector. Some firms will cease to be corporations. 
Such action, however, does not eliminate the disparate rates of return; it merely 
reduces the tax base. Many businesses, especially those that require large 
amounts of capital for the conduct of a single firm, nevertheless remain incor- 
porated due to the advantages associated with the corporate device. The corpo- 
rate tax reduces the private earnings of the assets owned by such firms. 

Yet the disparate rates of return between the corporate and non-corporate 
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sectors need not continue. The corporate tax will induce a flow of capital from 
the corporate sector into non-corporate sectors until the private rates of return 
are equal. Net new investment will also tend to favor the non-corporate sector. 
A sufficient condition for such an equalization process is that a substantial 
number of private investors are interested only in obtaining maximum return 
on their investment. The larger quantity of capital in the non-corporate sector 
will reduce the rate of return obtainable in that sector. Relatively less capital 
in the corporate sector will increase the pre-tax rate of return in the corporate 
sector. The private rates of earnings in both sectors will be lower than they were 
before the imposition of the corporate tax. The anticipated rate of return from 
new investment undertaken on either margin of investment will be correspond- 
ingly lower. Since, by assumption, the capitalization rate is mutually determined 
on the margins of new investment in both the corporate and non-corporate 
sectors, the capitalization rate falls by the same proportion as the private 
earnings of existing assets. Lower earnings are discounted by a lower rate; the 
cost of producing new assets and replacing old ones remains unchanged. The 
value of the existing capital stock remains unchanged. There is no general 
capitalization effect. 

Hence, the income effect of a corporate tax is partially shifted to non-corpo- 
rate asset holders. An important result of the tax, however, is to change the 
allocation of resources. More capital is employed in activities where non-corpo- 
rate forms are relatively feasible. The output of such activities increases. Con- 
versely, less capital in the corporate sector lowers the output of products char- 
acteristically produced by large-scale firms. Individuals as consumers will get 
more housing services, garments, agricultural products, retail services, and 
fewer automobiles, chemical products, and, possibly, utility services. Various 
consumers, depending on their tastes and preferences, find their real income 
increased or reduced. Whether the different allocation of resources worsens or 
improves general consumer welfare is unknown.'* Hence the corporate tax is 
partially shifted, although its income effect is felt only by property and asset 
owners as a group." 

Let us now recognize the possibility of debt financing. With the imposition 
of a corporate tax, the rate of return on investment falls. When it is viewed as 
a capitalization rate, the future payments of outstanding debt claims will be 
discounted by a lower rate and their value rises. Holders of corporate debt, 
government bonds, and mortgages obtain capital gains. But no new borrowing 
will take place at a rate greater than the lower real rate of return. Explicit 





‘© Some tax students imply that taxes impose a burden on rs b e spending 
the tax proceeds diverts resources from private to government aims. The resulting 
“burden,”’ however, is due to government spending, not the tax under analysis or any 
other tax. For a discussion of this point, ef. Break, op. cit., pp. 592-593. 

' This outcome is subjected to some modification. Certain labor skills associated with 
activities dominated either by corporations or non-corporations may become relatively 
searce or redundant with the flow of complementary productive power. Specialized workers’ 
“‘quasi-rents’’ may fall or rise. The extent to which certain workers experience such un- 
equal income effects depends on the relative mobility of capital and the specialized workers. 
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interest rates fall.* If it is possible, however, to deduct explicit interest charges 
from the corporate tax base, an incentive will exist to carry out a larger propor- 
tion of corporate financing with debt. The supply of debt claims will increase 
and explicit interest rates will rise. At the limit, the explicit interest rate will 
reach its pre-tax level if all but a nominal amount of claims against corporate 
assets are debt claims. But the reason the interest rate would so rise is that it 
would be possible to avoid the corporate tax entirely by the use of debt. 

In practice, however, such wide-scale use of debt is unlikely because of dis- 
advantages of debt financing. Corporate owners and managers do not always 
like to make the rigid promises debt financing involves, especially in activities 
where asset earnings are unstable and where there are strong possibilities of 
default. Creditors will also have an aversion toward volatile industries. For these 
reasons the interest deduction feature of the corporate tax may redound more 
to the benefit of stable industries than unstable industries. Firms in stable 
activities may be able to lure relatively more capital due to the premium the 
corporate tax places on debt financing. The resulting allocation effect will 
increase the quantities of products produced by stable industries and reduce 
the capacity and output of volatile industries. The relative prices of consumer 
goods and services change, even though the tax’s income effect—-which may be 
reduced somewhat by the increased use of debt—is still borne by property 


holders. 
III. AD VALORUM PROPERTY TAXES 


Given a situation in which no indirect taxes reduce asset earnings, the intro- 
duction of a general ad valorem property tax will lower the average earnings of 
property in much the same fashion as a general tax on accounting profits. For 
example, if the rate of return on investment were six per cent under equilibrium 
conditions, a general ad valorem tax of three per cent on all asset values reckoned 
at replacement costs would be similar to a fifty per cent tax on accounting profits. 
Since a general tax would not discriminate between old and new assets, it would 
lower the anticipated rate of return on investment by half, and the capitaliza- 
tion rate would fall by half. Lower private earnings of existing assets would be 
capitalized by a proportionately lower rate. The tax would not be capitalized.” 

In practice, however, property taxes are not this general. Different tax laws 
in various taxing jurisdictions, administrative procedures, and subjective ele- 
ments in the property valuation process are responsible for some assets being 
ostensibly taxed at higher rates than other assets. Yet to the extent that capital 
is mobile and reproducible, investors will adapt to the practices of taxing au- 
thorities so that the over-all private rate of return on investment in different 
forms will nevertheless be equal. For example, if it is true that tax assessors 
through their valuation techniques impose heavier burdens on rental housing 
than they do on industrial property, that practice will discourage investment in 
housing and encourage investment in industrial assets until the rates of return, 
after taxes, are equal in both lines. The supply of housing services will be lower 

'* An important by-product of this effect is that the cost of servicing newly-issued 


government debt also falls. Debt policy and tax policy are directly related. 
'* Davenport, “Theoretical Issues in the Single Tax,” op. cit., pp. 27-28, note 13. 
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and house rents, higher. On the other hand, industrial output will be greater 
and manufactured items will be cheaper. The positions of different consumers 
w.ll be worsened or improved. The income effect of the tax will nevertheless be 
borne by property owners as a group. 

Through their ad valorem character and the manner by which they are ad- 
ministered, property taxes can have numerous re-allocation effects. An important 
one can arise from the fact that property tax systems impose obligations on 
asset owners even during periods when the assets earn no net profit. Although 
some assets, especially those employed in unstable industries, earn no net in- 
come during some periods, investors must nevertheless expect a net rate of 
return over the life of the assets they plan to construct. Otherwise assets would 
not be constructed. An ad valorem tax system which imposes obligations on 
owners of “risky” assets during no-profit years will make such assets relatively 
unattractive compared to “‘safe’’ assets that can be employed in stable activities. 
Investment in volatile lines will decline until the over-all rate of return, after 
taxes, equals the average rate of return. Relatively more capital will be invested 
in stable activities. The output of stable industries will be greater; the output of 
unstable activities, less. Again consumers are faced with a different constellation 
of market prices. The income effect of property tax systems need only be 
borne by property owners and reflected by a lower over-all rate of return on 
investment. 

The deliberately light taxation of some assets like industrial plants and the 
tendency of tax assessors to impose relatively heavy burdens on modest holdings 
of real estate, will evoke further changes in the allocation of capital and in 
relative prices. Yet investors’ behavior, to the extent investors become familiar 
with such practices, will bring about an equalization of the after-tax rates of 
return on resources invested at all margins of investment. For example, if it 
is true that American property taxes bear more heavily on residential dwellings, 
farms, and modest commercial activities, than they do on ‘“footloose’’ industrial 
assets, less capital will be invested in housing, farms, and small commercial 
enterprises and more in manufacturing. The market prices of manufactured items 
will be lower, and house rents and agricultural products will be higher. Again, 
we cannot say whether consumers as a group are better or worse off. Property 
owners as a group, however, obtain less income.” If the capitalization rate is 
determined at the margin of new investment, the lower earnings of all assets 
are discounted by a somewhat lower rate and the value of the capital stock 
remains unchanged. There is no general capitalization effect. 


IV. THE GENERAL CAPITALIZATION AND INVESTMENT EFFECTS OF 
ASSET TAXATION 

Our assumption that the capitalization rate is the marginal rate of return 
over cost and that assets are produced under constant cost conditions eliminates 
the possibility of quasi-general taxes being capitalized. Also, we said nothing 
** This is not to imply that discriminatory taxes imposed on particular individuals are 
borne by property holders as a group. The analysis refers only to discriminatory taxes im- 

posed on particular classes of assets. 
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about the impact of such taxation on investment incentive. These two issues 
are closely related, and their analysis takes us into the treatment of the forces 
that determine aggregate investment and the level of the capitalization rate. 

If forces other than the net productivity of new investment determine the 
capitalization rate, taxes which lower the average anticipated earnings of assets 
may be capitalized. For example, if the capitalization rate is determined and 
held fixed by the Central Bank, lower earnings caused by either a property or 
income tax will be discounted by the given rate, and the value of the capital 
stock will fall. The capital values of some new assets will fall below their con- 
struction costs and they will not be constructed. New investment wil) fall. It is 
even possible that the capitalized value of some existing assets will fall below 
their replacement costs, and “capital consumption” will occur.” On the basis of 
modern income theory which is linked to the liquidity preference theory of 
interest, the decline of investment and the resulting lower level of spending may 
release some cash from transactions purposes. Some of the newly redundant 
cash may find its way into the loan market and lower somewhat the interest 
rate. If, however, the interest rate is already at its floor, as dictated by the 
highly elastic segment of the liquidity preference function, the interest rate will 
remain unchanged and the tax will be fully capitalized. Even if the interest 
rate does fall somewhat, it falls because the tax is at least partially capitalized 
and has an adverse impact on investment spending. 

If the tax lowers investment, over the “long run” it will cause the stock of 
capital assets to be less than it otherwise would be. Fewer capital assets will 
increase the marginal efficiency of capital and reduce the marginal productivity 
of labor. The tax will be partially shifted to workers in the form of lower wage 
rates.” 

Yet asset taxation need not occasion such dire results if we are not blindly 
attached to the behavior propositions implicit in prevailing and currently popu- 
lar theories of investment. As an alternative approach to investor behavior, we 
may view taxation which lowers the private gain from investment and asset 
holding as a tax which increases the price of future income. For example, with 
a ten percent rate of return, one dollar of future net income would cost ten 
dollars. With a fifty percent tax en net asset earnings, the rate of return would 


*! At this point an interesting question of causation arises. If the capitalization rate is 
held fixed by the Central Bank, what ‘‘causes’’ the ‘‘capitalization”’ of the general earnings 
tax? Is it the tax itself or the Central Bank action that would be necessary to maintain 
the given interest rate in the new tax environment? When the tax is imposed, it would 
initially cause investors to move from real assets and equity claims to debt claims. The 
price of debt would rise; the interest rate, fall. In order to maintain the “‘given’’ interest 
rate, the Central Bank (possibly in cooperation with the Treasury) would have to sell more 
securities, and in doing so would absorb substantial amounts of cash. It is actually a process 
of monetary deflation, initiated by positive Central Bank action, that causes the lower 
capital values of taxed assets and rate of investment spending, and the apparent ‘‘tax 
capitalization.”’ If one wishes to insist, however, that taxes like the corporate tax are 
capitalized within such an institutional framework, it is perhaps a matter of taste. 

™ Although it was devoid of capitalization terminology, this outcome is similar to the 
classical economists’ appraisal of a ‘‘profits’’ tax. The lower profit rate caused by the tax 
reduced the incentive to accumulate. The wages fund fell, and the lot of workers worsened. 
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fall to five percent. One dollar of future net income would now cost twenty 
dollars. We may recognize, on the basis of the low of diminishing utility, that 
individuals will buy fewer future dollars when their price increases. But before 
we can say whether investment (the source of future dollars) increases or decreases, 
we must know the elasticity of demand for future dollars. The answer to this 
question depends on individuals’ tastes and preferences under different historical 
and institutional settings. We have gone as far as a priori theory can take us, 
prevailing theories of capital and interest notwithstanding. We may consider, 
however, the capitalization outcomes under different elasticity assumptions.” 

If the elasticity of demand for future income is less than unity, individuals 
will spend more on future income, or buy more real assets with the imposition 
of a tax that reduces private asset earnings. Net new investment will increase. 
If the industries producing new capital assets operate under conditions of in- 
creasing money costs,“ the greater demand for new assets will increase the 
money cost of producing new assets and replacing old ones. The value of the 
capital stock will rise, for no existing asset or source of future dollars will be 
valued at an amount less than the cost of producing a similar income stream 
at the margin of new investment. The capitalization rate or rate of return will 
fall by a proportion greater than the proportion the tax reduces net asset earn- 
ings. Here is an outcome which is the opposite of tax capitalization as it is usually 
conceived. 

If, on the other hand, the elasticity of demand for future income is greater 
than unity, it follows that a tax which increases the price of future dollars will 
reduce the demand for new assets or the amount spent on future dollars. As the 
capital goods industries lower their output, assets can be produced at lower 
money costs. The cost of replacing old assets will fall. The value of the capital 
stock falls. The tax is partially capitalized. The rate of return on investment 
will not fall by the same proportion as the tax reduces earnings, for the lower 
cost of constructing assets will offset somewhat the tax’s impact on earnings. 
Here is the basis for the view that general property and corporate taxes are 
capitalized. : 

If the elasticity of demand for future income is unity, investment outlays 
will remain unchanged. Cost conditions in the capital goods industries will 
remain the same. The cost of replacing, and hence the value of, existing assets 
remains unchanged. The tax has no general capitalization effect. 


™ We are couching the analysis of investment incentive in terms similar to the manner 
by which labor incentive has been treated for some years. Cf. Lionel Robbins, “On the 
Elasticity of Demand for Income in Terms of Effort,” reprinted in Readings in the Theory 
of Income Distribution, ed. by William Fellner and Bernard F. Haley, (Philadel- 
phia: Blakiston, 1946), pp. 237-244. The only example of presenting the theory of invest- 
ment in such terms with which I am familiar is Domar’s and Musgrave’s ‘Proportional 
Income Taxation and Risk-Taking,”’ The Quarterly Journal of Economics, May 1944, LVIII, 
pp. 388-422. 

* There is a strong presumption that all industries operate under conditions of increas- 
ing money costs. Cf. Joan Robinson, “Increasing Supply Price,”’ reprinted in Readings in 
Price Theory, ed., by George J. Stigler and Kenneth E. Boulding (Chicago: Richard D. 
Irwin, 1952), pp. 233-241. 
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Vv. CONCLUSIONS AND IMPLICATIONS 


Quasi-general taxes like the American property tax and the corporate income 
tax have two important consequences: (1) they change the allocation of capital 
resources; (2) they lower the over-all private rate of return obtainable from 
constructing and holding assets. The different allocation of resources results 
from a shifting process by which the income effect of the tax is roughly diffused 
among all property holders. It does not follow, however, that either tax is shifted to 
consumers in the sense traditional, partial-equilibrium tax theory maintains. 
The different allocation of capital caused by taxes does indeed change the rela- 
tive prices of the goods and services upon which individuals spend their money. 
Some consumers may be made “worse off”; others, “better off.” If it is assumed 
that an “optimum” allocation of resources would exist in the absence of the 
allocation effect of the tax system, it necessarily follows that the “consumer 
welfare”—as it is conceived by welfare economists—is worsened. But in the 
real world, there is no particular reason to believe a priori that an optimum 
allocation would exist in the absence of taxes. Indeed, it is even possible that 
the tax system may improve the allocation of productive power by acting as a 
partial counterpoise to the “distorting” effects of imperfect competition. Pre- 
cisely how taxes affect the consumer welfare is an empirical, not a theoretical, 
issue. 

On the basis of our analysis, however, it may be possible to offer some tentative 
suggestions regarding the allocation effects of asset taxes. The corporate tax 
probably deters the investment of some capital in activities the large scale 
character of which requires the corporate form. The other side of this process is 
that it causes more capital to be invested in small scale activities, including 
residential dwellings. As far as consumers are concerned, house rents, farm 
products, garments, and various retail and personal services may be cheaper; 
automobiles, steel products, and the services of heavy capital using activities 
may be more expensive. Property taxes, on the other hand, may have an opposite 
effect since they impose relatively light obligations on manufacturing assets 
and heavy obligations on small holdings. Thus both taxes in combination may 
roughly offset each other not only with regard to the allocation of capital but 
also from investors’ viewpoint regarding the relative attractiveness of corporate 
securities and real estate. 

Both the corporate tax and the property taxes, however, probably encourage 
the investment of capital in relatively stable activities at the expense of un- 
stable industries. The corporate income tax has this effect because it encourages 
debt financing and because it provides only limited opportunities to average 
income for tax accounting purposes. Property taxes, of course, offer no averag- 
ing opportunities; furthermore, they impose obligations on tax payers even when 
the taxed assets earn no net income. Investors will attain a rough sort of averag- 
ing on their own, however, by avoiding the volatile activities until the private 
rate of return in those activities equals the average rate of return on all invest- 
ment. 

The different allocation of capital spreads the income effect of asset taxes far 
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beyond the point at which they are imposed. The shifting of the income effect 
lowers the over-all rate of return. Precisely what impact this lower rate of return 
has on the incentive to invest is unknown. Under some conditions, individuals 
may have an incentive to accumulate even more; under other conditions, espe- 
cially if taxation becomes very high, individuals may feel that the after-tax 
return from investment is insufficient compensation for surrendering the alterna- 
tives of cash holding or consumption that must be forgone in order to invest. 
Much also depends on the general monetary environment prevailing at any 
given time. For example, the increased level of asset taxation witnessed in the 
United States may partly explain why the highly expansionary monetary policy 
of recent years has not been more inflationary. Heavier asset taxation has in- 
creased the relative attractiveness of holding cash as well as government debt. 

Yet the application of the traditional tax capitalization theory to taxes on 
reproducible assets leads to the conclusion that such taxes reduce investment 
incentive. Strictly speaking, utilization of the capitalization theory in this con- 
text is upside down and misleading. If taxation affects the capitalization rate, 
the application of the tax capitalization theory to quasi-general taxes is a fallacy 
of composition. Holding that such taxes are capitalized or partially capitalized 
implies that the incentive to save and invest is interest-elastic. Whether a tax 
is capitalized, or whether it causes the value of the capital stock to increase, 
depends on how it affects the total demand for new assets which in turn influ- 
ences the cost of producing new assets both for net new investment and replace- 
ment. These are all open questions which depend both on investors’ tastes and 
preferences and the cost conditions in the industries which produce capital 
assets. Traditional investment theories when applied to taxation, however, im- 
part a degree of a priori necessity to outcomes which depend on peculiar com- 
binations of cost and demand conditions. There is a need to subject such theories 
to special scrutiny. 

The previous analysis does not purport to be complete or general theory of 
asset earnings taxation. For example, we have said nothing about the taxation 
of land and other non-reproducible assets. With respect to land taxation, we do 
not deny the validity of the traditional tax capitalization doctrine, provided it 
is placed within a proper general framework. The capitalization of land taxes 
takes place within a framework of taxation which affects the level of the capital- 
ization rate itself. If, within this setting, land should be subjected to special 
taxation, the excess burden imposed on particular parcels of land will be capi- 
talized in a manner the traditional doctrine implies. On the other hand, if land 
is subjected to the same tax rate as all other assets, and if such general taxation 
lowers the capitalization rate, there will be no capitalization of the land tax. 
With respect to land taxation, therefore, the tax capitalization theory applies 
whenever some burden over the average tax burden on all assets is imposed.” 
Hence, it is the inequality of taxation which is capitalized in the manner the 
age-old tax capitalization theory holds. 


* T. 8. Adams, op. cit., p. 278. 
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Because we ignored the impact of uncertainty upon investor behavior, our 
analysis is considerably removed from the real world. Uncertainty, in turn, is 
mainly responsible for numerous restraints on the perfectly free flow of invest- 
ment funds which would otherwise tend to bring about equal rates of return in 
different sectors of the capital market. Unfortunately, the treatment of uncer- 
tainty in the theory of investment is in its infancy. On the other hand, it does 
not seem unreasonable to believe that there is some connection between the 
various investment outlets in the economy despite the well-noted compart- 
mentalization of capital and money markets. After all, our economy is still 
money-oriented and institutional restraints upon the allocation of investment 
must nevertheless operate within a framework where anticipated rates of return 
affect investor behavior. For this reason, it would seem possible to apply the 
approach to asset taxation employed here even when we explicitly recognize 
the impact of uncertainty and institutional restraints upon investment. Such 
an analysis, however, would be very complicated. It may also have to await 
new insights and research on investor behavior. 

It is hoped, however, that this discussion will place the analysis of asset 
taxation in a different perspective by freeing it from some of the fallacies of 
composition generated by the traditional, partial equilibrium type of tax analy- 
sis. By separating out the income and allocation effects of taxes, we are forced 
to recognize that the theory of tax shifting does not end when it is demonstrated 
that a partial tax causes the price of some consumer goods and services to rise. 
Traditional tax theory has caused many students to overlook the fact that tax 


shifting causes the prices of other commodities to fall. The shifting process also 
leads to a diffusion of the tax’s income effect with its possible impact on the 
over-all rate of return and the discount rate. Analysis of these relationships 
requires a general equilibrium pricing approach, and a willingness to pursue 
the empirical leads that pricing approach suggests. Otherwise, we must either 
run the risk of reaching erroneous conclusions regarding taxation, or else we 
must admit that we have few positive answers about the effects of taxation. 





SOME CROSS-SECTION EXPLORATIONS IN INVEST- 
MENT BEHAVIOR 


FRANK E. NORTON* 
University of California, Loa Angeles 


Further progress in the study of investment behavior is likely to be condi- 
tioned by our ability to analyze empirically the determinants of the inducement 
to invest in various sectors of the economy. As more data become available, 
disaggregation will become increasingly feasible. This paper reports some pre- 
liminary findings concerning an econometric study of investment behavior uti- 
lizing cross-section data relating to the petroleum industry. 

The sample of firms used in the study is that employed by Martin Taitel' 
in an earlier study of investment in this industry. There are twenty-four firms, 
on each of which are measured twenty-nine economic variables that are of po- 
tential significance for investment decisions. These economic variables refer to 
the year 1940 except where lags are involved. Alternative investment hypotheses 
consisting of four variables each were formulated, involving relevant subsets of 
these twenty-nine variables. Investment, as used in this study, means gross 
plant and equipment expenditures. These hypotheses are expressed as linear 
equations which are fitted to the data by classical regression methods and tested 
for statistical significance by conventional procedures. 


In the first section of the paper, we will discuss certain theoretical considera- 
tions underlying our choice of economic variables to be considered as general 
determinants of investment decisions. Then we will turn to the various specific 
investment hypotheses to be tested. Finally, the empirical findings of this 
exploratory study will be presented. 


THE INDUCEMENT TOC INVEST 


One of the most significant single facts pertaining to the investment decisions 
of business firms is that these decisions must be made under conditions of a 
high degree of uncertainty. Many real capital assets are technically durable, and 
it is usually necessary that the economic life of such assets extend over a sub- 
stantial future period if profit expectations are to be realized. The significance 


* I am indebted to Allan Strayer and Herbert Karr for assistance in programming the 
computations underlying the study; to Arthur Montgomery, Leo Tseng, and Catherine 
Weber for the abstraction and rectification of the original data; to my colleagues Karl 
Brunner and Fred Weston for help on many theoretical issues. Daniel Teichroew, of Numer- 
ieal Analysis Research of the University of California, Los Angeles, assisted me in applying 
the electronic computer to my regression analysis. The Bureau of Business and Economic 
Research of the University and the University Research Committee offered sustained 
financial assistance. Sponsorship of the Office of Naval Research and the Office of Ord- 
nance Research is acknowledged. 

‘Martin Taitel, ‘Profits, Productive Activities and New Investment,’’ Monograph 
No. 12, T.N.E.C. Washington: Government Printing Office, 1941. 
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of imperfect knowledge for such decisions cannot be adequately treated by 
merely specifying a probability density function of possible outcomes in most 
instances. To do so would represent a form of implicit theorizing. Application 
of traditional decision-making principles, such as profit maximization or utility 
maximization, are inappropriate in their usual form. This is true because a 
business firm will make a host of other decisions which would have no place 
under conditions of certain expectations. These other decisions are in the nature 
of “hedge decisions” and represent an aspect of rational behavior only under 
conditions where “true” uncertainty exists. For the most part, these additional 
decisions which are interdependent with investment decisions may be considered 
to relate to preoccupation with the asset-debt structure of the firm. 

Of first importance, of course, when potentially non-insurable risks are con- 
cerned, is the liquidity of the firm. In a world in which the economic environ- 
ment may suddenly become unfavorable in an unexpected way and in which 
legal institutions are such as to enforce losses on the firm, a stock of liquid 
assets represents nearly the only means of meeting such contingencies. It is 
clear that the behavior of the business firm is far more complicated under true 
uncertainty than under certainty in the sense that the former circumstance 
involves a number of economic decisions that would have little meaning in the 
latter. 

The above remarks suggest that stock variables as well as flow variables 
must be considered in analyzing the economic behavior of the business firm. 
These economic variables that appear in the balance sheet (assets and liabilities) 
will be relevant to investment decisions just as those appearing in the income 
statement. Although in theoretical work we may advisedly consider the entire 
asset-debt structure in regard to investment behavior, it is necessary in empirical 
work to restrict ourselves to what are thought to be the strategic variables 
among the total. One might formulate a model of the business firm which would 
take into account the influence of these stock variables on investment decisions, 
but the question of what decision-making principle to adopt would remain a 
subject of controversy. Utility maximization with the asset-debt variables enter- 
ing the utility function could be specified, but many would question the appro- 
priateness of such an assumption. In view of these circumstances, we have not 
attempted to develop a logically consistent model of firm behavior, but have 
merely included in our investment hypotheses those economic variables that 
might be thought on intuitive grounds to have an important influence on in- 
vestment behavior. 

The economic variables that might be considered to motivate investment 
decisions may be classified into four types: demand variables, liquidity variables, 
a capacity variable, and a debt-equity variable. Our task is to formulate invest- 
ment hypotheses involving these types of variables. Thus the problem before 
us may be stated as follows: Let D = (d,,...,d,) be a demand vector and L = 
(h,... , be) be a liquidity vector. Then let D,;,; = (d;, d;) be the determination 
of a subset of D; D; = d;, and L, = l,. K is a single variable representing the 
productive capacity of the firm and F a single variable representing the debt- 
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equity characteristics of the firm. J is gross investment. The investment hy- 
potheses may be represented by: 
Il =T (D,K,L, FP), 
where 


al , al al 
. >» = eee . aa ° age = eee ° 
aD, = 0, for i= 1, 9; aK < 0; aL >0, for r= 1, , 10; 


al 
ap = 9: 


The demand variables are: 

dy = net sales 

d, = gross operating profits = net operating profits + depreciation + inter- 

est charges 

d, = net operating profits 

d, = ratio of net operating profits to capital stock 

ds = ratio of net operating profits to lagged capital stock 

d, = lagged d, 

d, = change in net sales 

d, = change in gross operating profits 

d, = change in net operating profits 
The liquidity variables are: 

l, = lagged current assets 

l, = lagged liquid assets = lagged cash balances + lagged marketable 

securities 

l, = lagged cash balances 

l, = lagged ratio of current assets to net sales 

l, = lagged liquid assets to net sales 

ls = lagged cash balances to net sales 

l, = lagged current assets — lagged current liabilities = lagged working 

capital 
ls = lagged ratio of working capital to net sales 

l, = lagged ratio of current assets to current liabilities 

ly = lagged ratio of liquid assets to current liabilities 
The capacity variable is represented by the lagged capital stock of the firm and 
the debt-equity variable by the lagged ratio of fixed liabilities to net worth. 

Let us consider briefly the rationale of using some of these alternative demand 
and liquidity variables in investment equations. 

Demand variables. The demand variables are intended to represent primarily 
the causal influence of the demand for the product on investment decisions. 
This market influence is most frequently represented by a single variable, the 
revenue or dollar sales volume of the firm. Sometimes its time-rate of change 
enters instead as represented by first differences of revenue over time. In still 
other equations, both the level of revenue and its time-rate of change occur. 
These alternative formulations all have different implications as to how revenue 
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expectations are formed. Profit and thus revenue expectations govern invest- 
ment decisions, and in empirical work we must adopt some theory of expecta- 
tions formation either explicitly or implicitly. Expectations about the future 
must be assumed to be geared to the present and recent past in some precise 
way. These matters will be commented upon further when the specific equa- 
tions are presented in the subsequent section. 

In addition to the economic variables that are intended to represent almost 
exclusively expectations concerning the future product market environment, we 
have other composite variables which include the effect of cost expectations in 
varying degrees. These have likewise been classified as demand variables because 
the market element probably tends to dominate their behavior, although they 
might be more appropriately termed profit variables. Thus we have used the 
level of gross operating profits as well as their time-rate of change both separately 
and together in equations. Gross operating profits are defined as net operating 
profits plus interest charges plus depreciation. Net operating profits (before 
corporate profit taxes) have also been used in a similar manner. 

Another subclass of demand variables includes explicitly the effect of existing 
productive capacity on investment. The capital stock (net plant and equipment) 
of the firm is used as a measure of productive capacity. In these instances we 
have as a hybrid variable the ratio of net operating profits to the capital stock. 
The current and lagged values of these variables are used both simultaneously 
and separately in various investment equations, depending upon how expecta- 
tions are assumed to be formed. Wherever the capital stock enters in such a 
composite demand variable, its purpose is to represent the inhibiting effect on 
investment of existing productive capacity in relation to demand. The capital 
stock also appears in a number of investment hypotheses as a separate explana- 
tory variable. 

It must be noted that in many instances what we have classified as demand 
variables play the role of financial variables as well. This is particularly true 
when the level of revenue, gross operating profits, or net cperating profits (with 
or without the capital stock) is employed. To the extent that business firms 
plan to finance their capital expenditures from internally generated funds, these 
variables will measure in part the influence of the availability of such funds on 
investment decisions. This follows from the fact that both gross and net corpo- 
rate saving? are usually related to revenue, gross operating profits, or net operat- 
ing profits. 

Liquidity variables. Many economists have been quite interested in the possible 
influence of liquidity on investment. Consequently, we have tried ten different 
liquidity variables in the equations. All these liquidity variables are lagged; 
that is, their value is taken at the end of the year before the investment in 
question takes place. Some of these liquidity variables consider only various 
types of current assets; others involve current liabilities as well. Liquidity is 
also taken in ratio to the revenue of the firm. 

The influence of liquidity on investment decisions is first considered to be 


* Gross corporate saving equals corporate profits after taxes minus dividends plus 
depreciation charges. 
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represented independent of liabilities and the volume of business transactions 
which the firm performs. The absolute magnitude of current assets, cash bal- 
ances plus marketable securities and finally cash balances separately are tried. 
Since liquidity probably should be considered in relation to the cash inflows 
and cash outflows which result from the current operations of the business firm, 
these same variables are taken in ratio to revenue. The assumption is that the 
transactions the firm engages in (purchases and sales) lead to cash flows which 
are related roughly to dollar sales volume. Finally, the significance of the current 
debt structure is introduced in a crude way by considering current liabilities in 
relation to the current asset variables. Total current assets, as well as cash 
balances plus marketable securities, are taken in ratio to total current liabilities. 
Working capital (= current assets minus current liabilities) is used both by 
itself and in ratio to revenue as a liquidity variable. In a sense the latter is the 
most comprehensive measure of the influence of the current asset-debt structure 
on investment decisions utilized in the study. 

Supposedly, the asset-debt structure of the firm will be adapted to the trans- 
actions and precautionary requirements of the firm.’ The latter will be related 
to the degree of uncertainty associated with operations. One might maintain 
that liquid assets will tend to be converted into other assets once the amount 
of liquid assets is more than sufficient to satisfy the transactions and precau- 
tionary motives. Part of this change in the composition of assets may take the 
form of an increase in fixed capital assets (plant and equipment). 

In addition to the potential influence of liquid assets on investment behavior, 
there is the possible effect of fixed liabilities in relation to net worth. Here again 
uncertainty enters. A rise in the debt-equity ratio may tend to inhibit real in- 
vestment. It has long been maintained in discussions of business financial policy 
that the debt-equity ratio should be related to the degree of revenue stability 
experienced by the firm. Where the market environment is relatively stable, as 
in the case of public utilities, a higher debt-equity ratio is usually thought to be 
permissible than when this is not the case. To measure the possible influence of 
this circumstance on investment, some of the investment hypotheses incorporate 
the debt-equity ratio as an explanatory variabie. 


ALTERNATIVE INVESTMENT HYPOTHESES 


In view of the fact that our cross-section sample consists currently of only 
twenty-four firms, we have included not more than three explanatory variables 
in each specific investment hypothesis. The hypotheses we have formulated 
may be classified into four major groups on the basis of the subsets of variables 
they contain. Most of the investment equations include one variable from each 
of three of the four types of investment motivations previously designated. There 
are some exceptions, however, that will become evident presently. A total of 
one hundred investment functions is specified.‘ We will consider each of these 


* The optimal asset-debt structure will aleo, of course, be related to the speculative 
motive. However, we are not primarily concerned with this aspect of the problem. 

* Actually, the investment formulations presented here do not represent all those that 
we have been subjecting to analysis. We have 256 specific investment hypotheses in all. 
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four major groups of hypotheses in turn, giving some attention to their theoret- 
ical foundations. 

Type I utilizes in every instance a single demand variable, a liquidity variable, 
and the debt-equity variable. It may be designated as 


I = ¢ (Dj, L,, F) (i = 1, 3, 4, 5, 6, 7, 9) 
(r = 1, 2, 3, 5, 6, 9) 


As will be noted, certain selected demand variables are each used in turn with 
particular liquidity variables to make up the investment equations. The only 
demand variables not employed are those relating to gross operating profits 
and the time-rate of change of such profits. Since the capital stock appears in 
the denominator of some of the demand variables, it may also be said that the 
capacity variable enters in a number of instances. 

These equations include the three theories of investment that have appeared 
in the literature pertaining to macroeconomics in recent years. One such theory 
relates investment® to the level of income or profits.* This treatment of invest- 
ment is found principally in simplified models of income and employment deter- 
mination. A second is known as the acceleration principle which relates invest- 
ment to the time-rate of change in income.’ The accelerator has become popular 
as an investment function in business cycle models. Finally, a third relates 
investment to the marginal efficiency of investment function, on the one hand, 
and the interest rate, on the other. This is the theory found in Keynes’ General 
Theory which, of course, is derived from Wicksellian origins. Those investment 
functions utilizing the ratio of operating profits to capital stock are very close 
to the marginal efficiency notion. One might say that either the current average 
profit rate or the past average profit rate is used to form expectations concern- 
ing the future marginal profit rate on new investment. Of course, any of the 
above three theories is, in general, consistent with the notion that investment 
decisions are dependent upon profit expectations. 

Type II investment hypothesis employs a single demand variable, a liquidity 
variable, and the capacity variable. They may be designated as 


I = ¢: (Di, K, L,) (i = 1, 3,7, 9) 
(r= 1,...,10) 


This set of investment functions uses all the liquidity variables previously 
listed with selected demand variables. The “profit variables’ in the form of 
average profit rates are excluded. It would be incorrect to include them here for 
the capital stock (capacity variable) appears as a separate variable. 

Several business cycle models express investment as a function of both the 


* Usually only net investment is involved in such formulations. Here we use 


gross investment. 

* For an early example see Paul A. Samuelson, ‘‘Fiscal Policy and Income Determina- 
tion,”’ Quarterly Journal of Economics, LVI (1941-42), pp. 575-605. Such models frequently 
appear in connection with the multiplier literature. 

’ For example, J. R. Hicks, A Contribution to the Theory of the Trade Cycle (Oxford: 


Clarendon Press, 1950). 
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level of income (or profits) and the capital stock.* The cyclical mechanism de- 
pends principally on the specification of a gestation lag. A disturbance to the 
system leads to a rise in income, but eventually the capital stock rises and damps 
the expansion. Those equations herein included which make use of the level of 
revenue as an explanatory demand variable correspond to this type of investment 
theory. 

Where the time-rate of change of revenue or profits is used with the capital 
stock, we have a form of the acceleration principle. The main difference is that 
the capital stock appears here as an explicit variable, while in the usual case it 
is suppressed. It is implied in the typical accelerator formulation that productive 
capacity is optimally utilized, i.e., there exists no unplanned excess plant ca- 
pacity. Here we have the possible inhibiting effects cof an excess of capital pro- 
vided for in the investment function. 

Type III equations utilize two demand variables simultaneously together with 
the capacity variable. No liquidity variables are introduced. They take the form 


I= o (Du, K) (Wy = 17, 28, 39) 


Here the demand variables are revenue and its time-rate of change, gross oper- 
ating profits and their time-rate of change, or net operating profits and their 
time-rate of change. Thus revenue and profit expectations are based on the cur- 
rent values of these variables and their rate of change. However, it can also be 
shown that this is equivalent to basing expectations on the current and lagged 
values of the same variables.’ Consequently, both types of investment hypotheses 


containing these postulates concerning the formation of expectations are im- 
plicitly considered. 
Type IV likewise involves two simultaneous demand variables but instead of 
the capacity variable it utilizes a liquidity variable. It may be denoted by 
I = % (Dy, L,) (y = 46, 56) 
(ry = 1,..., 10) 


The demand variables in this instance are the current and lagged ratio of net 
operating profits to the capital stock. These are used with all the liquidity vari- 
ables. Just as in the previous case, we may consider the expected profit rate to 
depend upon the current and lagged profit rate or on the current profit rate and 
its corresponding time-rate of change. Various econometric studies have used 
such an investment function.'® 


THE EMPIRICAL RESULTS 


Each of the above one hundred investment hypotheses was expressed as a 
linear equation and fitted to the cross-section sample data by the classical least 


* See Michael Kalecki, Besays in the Theory of Economic Fluctuations (London: George 
Allen and Unwin, 1939), particularly the last essay “‘A Theory of the Business Cycle,” 
pp. 116-149 and Nicholas Kaldor, “A Model of the Trade Cycle,”” Economic Journal, L 
(1940), pp. 78-02. 

* Where Az = z — 2 

'* See Lawrence R. Klein, Economic Fluctuations in the United States 1921-1941 (New 
York: John Wiley & Sons, 1950). 
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squares method. The capacity, liquidity, and debt-equity variables are always 
predetermined variables in these single equations, but the demand variables 
usually are not. Sixteen of these investment equations are presented in the ac- 
companying table, together with the ¢ ratios applying to their estimated param- 
eters and the multiple correlation coefficient, R. 

The table includes only those equations with a multiple correlation coefficient 
greater than 0.600. At the 5 per cent level of significance, t = 2.086 for 20 degrees 
of freedom. Thus, with one exception, namely, equation 16, the coefficient of the 
demand variables may all be considered statistically significant. As for the ca- 
pacity variable, it is evident from the table that its coefficient is usually signifi- 
cant. The liquidity variables do not meet the test, although in two cases their 
coefficients come close to doing so. Coefficients of the debt-equity variable are 
never significant. 

The remaining equations were quite unsatisfactory. Not only was the multiple 
correlation coefficient very low, but the algebraic sign of the regression coeffi- 
cients was frequently the opposite of that which we would expect on a priori 
grounds. In still other cases, the ¢ test was not satisfied at the 5 per cent level of 
significance. 

A matter which plagued us from the outset was the high intercorrelation 
among the explanatory variables. No doubt much of the difficulty was occa- 
sioned by the fact that the scale of the firms tends to cause the economic vari- 
ables measured to be correlated. We are considering a logarithmic transformation 
of the variables, but it is unlikely that this will be of much avail. These difficulties 
have been encountered by others in similar studies." 

The present analysis refers to cross-section data for the year 1940. We have 


"' Lawrence R. Klein, “Studies of Investment Behavior,’ Conference on Business Cycles 
(New York: National Bureau of Economic Research, 1951), pp. 261-277. 
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also begun a similar analysis of data for the years 1928, 1929, 1937, 1938, 1939, 
and 1941. A preliminary inspection of the latter material suggests that, at least 
for some years, it may not prove quite so intractable. There is also a possibility 
of adding additional firms to the sample data, although this is not easily done, 
inasmuch as it is frequently necessary to undertake a substantial rectification of 
the accounting data. 

This exploration of investment behavior suggests the importance of the time- 
rate of change in revenue as a determinant of the inducement to invest. In all 
cases, the coefficient of this variable was statistically significant. Whether this is 
due simply to the predominant expansion of economic activity, and thus the 
revenue of these firms from 1939 to 1940, remains to be seen. A consideration of 
cross-section data for the same business firms in the other years mentioned should 
provide some further evidence in this matter. At least one may say that these 
data are not inconsistent with the acceleration hypothesis. Unfortunately, the 
present analysis precludes a judgment as to the influence of the other economic 
variables on investment decisions. 





THE INEFFECTIVENESS OF MONETARY POLICY 


ANATOL MURAD 
University of Puerto Rico 


The panel discussion of United States Monetary Policy sponsored by the 
Subcommittee on Economic Stabilization on December 6, 1954' reflected the 
prevailing fashion in this field of thought: Money is the regulator of prices and 
economic activity, and bank reserves are the regulator of the quantity of money; 
money and bank reserves can be regulated through monetary policy actions 
(changes in interest rates, changes in reserve requirements, open market opera- 
tions) on the part of the Federal Reserve System; the Federal Reserve System 
is a sort of central planning commission responsible for the proper functioning 
of the American economy. 

People who “hold these truths to be self-evident” have no occasion to question 
them, even as savages do not question the self-evident truth that rain is regulated 
through magic. A conference of rain making experts would debate whether the 
rain magic was performed correctly and at the proper time, but would not ques- 
tion that magic controls the weather. Similarly our monetary experts debate 
whether the kind, degree and timing of monetary policy actions were correct, 
whether the effects of these actions were good or bad, but they do not question 
whether such actions have any effects on prices and economic activity at all. 

Yet this is the question that must be raised and answered. And an objective 
look at the evidence would disclose that monetary policy can not control prices 
and economic activity; that as a regulator of the economy it is comparable to 
the rain magic employed by savages to regulate the weather; that it can do 
nothing and has done nothing to aid economic stability as claimed by Secretary 
of the Treasury Humphrey, by Mr. William McChesney Martin, Jr., Chairman 
of the Board of Governors of the Federal Reserve System, and by others; nor to 
upset stability and boom, as charged by Mr. John D. Clark and others. 

Before setting forth the reasons for denying the efficacy of monetary policy 
some qualifications must be recognized and the question at issue further clarified: 

1. It is undeniable that monetary policy actions have some effects on prices 
and economic activity. Everything that happens has some effect, however 
remote, on everything else. The question is how important are the effects. The 
assertion that monetary policy has no effects on prices and economic activity 
must be understood to mean that the effects are infinitesimal and hence unim- 
portant. 

2. It is also undeniable that the monetary and banking system is an important 
and indispensable part of our economy. Economic growth would not be possible 

! United States Monetary Policy: Recent Thinking and Experience. Hearings before the 
Subcommittee on Economic Stabilization of the Joint Committee on the Economic Report. 
Congress of the United States. Eighty-third Congress, Second Session. United States 
Government Printing Office, Washington, i954. Senator Ralph FE. Flanders was the Chair- 
man of the Subcommittee. The Hearings are subsequently referred to as the Flanders 
Hearings. 
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without credit and banks, even as it would not be possible without transporta- 
tion. Expansion of credit facilities may assist economic growth, even as the 
building of railroads opened new territories and thus stimulated economic 
growth. Conversely, failure of the banking system to expand would hinder 
economic growth. Outright refusal of the banking system to perform its functions 
would bring instant paralysis, as would a work stoppage in the country’s trans- 
portation industry. 

But these matters are not at issue. Monetary policy, as this term is under- 
stood in this country today, deals not with possible future needs for banking 
facilities; it deals with short-run variations in the cost and availability of credit 
in the present, with existing banking facilities. What is at issue is whether or 
not the monetary authorities, by varying interest rates and bank reserves, can 
regulate prices and economic activity. 

3. So-called selective credit controls can be highly effective. For instance, if 
automobile installment credit is severely restricted or altogether prohibited, 
as it was during World War II, demand for automobiles will be lessened, since 
many potential buyers of automobiles will be unable to find alternative ways of 
financing their intended purchase. This kind of control, however, is credit 
control in name more than in fact; it aims at restricting the demand for auto- 
mobiles (or some other selected commodity) and could be achieved more straight- 
forwardly and with better justification by direct rationing on the basis of con- 
sumer needs. Monetary policy is concerned only with control over availability, 
cost, and volume of credit in general—with “general” credit controls as con- 
trasted with “selective” controls. And it is the claims for general credit controls 
which are here questioned. 

4. Monetary policy can have important psychological effects. An “easy 

money” policy coupled with inflationist talk by government officials, as under 
the New Deal, may suffice to spark inventory accumulation and thus to drive 
prices up. In 1952, the known intention of the incoming Republican Adminis- 
tration to restore a regime of high interest rates, substantiated by the issuance 
of 344 per cent Treasury bonds in the Spring of 1953, caused many people to 
sell securities or to postpone buying securities in the expectation that by pur- 
chasing securities later they might obtain a still higher interest return. This 
unwillingness to commit funds at low interest rates actually did drive the rate 
of interest higher. 
_ But such psychological effects are not what the policy makers base their 
claims on, nor are they necessarily or primarily connected with monetary policy 
actions. The subject of how to make the people guess one way or another about 
future developments might more appropriately be discussed by a panel of 
social psychologists than by monetary experts. Though all economic behavior 
is rooted in psychology, the responses to monetary policy actions are supposedly 
quasi-mechanical: at a higher rate of interest less will be borrowed than at a 
lower rate; an increase in the quantity of credit will force prices up, and so 
forth. Always, of course, on the assumption that other things—including people’s 
guesses about future policies—remain unchanged. 

Allowing for these exceptions and qualifications, the question at issue is this: 
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Can prices and economic activity be regulated through general credit controls, 
i.e., through variations in interest rates, bank reserves, and the quantity of 
credit? 

One would think that the question can be answered quite simply by recourse 
to experience. As Secretary of the Treasury Humphrey observed at the Flanders 
Hearings, the proof of the pudding is in the eating. Unfortunately the eating 
of the pudding proves nothing concerning how it was cooked and by whom. 
Similarly, a particular economic situation, such as the stability of prices in 1953 
and 1954, does not prove that the Federal Reserve authorities cooked it up by 
regulating interest rates, bank reserves, and the quantity of credit, notwith- 
standing the claim made to this effect by Mr. Humphrey and other panel 
members at the Flanders Hearings.? The desired results may have been pro- 
duced by other causes and not at all by monetary policy, as indeed a few among 
the monetary experts contended.’ But let us turn to the facts of experience to 
see what light they may throw upon the question of effectiveness of monetary 


policy. 
Gross National Product and the Quantity of Money 


To begin with, what has been the relation of changes in the quantity of 
money* (subsequently referred to as M) to prices and economic activity? On 
the assumption of the monetary policy makers, an increase in M would lead to 
an increase in prices and economic activity, best measured by Gross National 
Product (output at current prices); a decrease in M should lead to a decrease 
in GNP. Fluctuations of GNP and M actually show a high correlation as can 
be seen by a glance at a chart provided by the Federal Reserve, tracing these 
fluctuations from 1915 to 1954.* 

A closer look at the chart, however, reveals that, although the GNP and M 
lines move in the same general direction, there are many instances of the two 
series moving inversely—downward movements of GNP being accompanied 
by increases in M, and decreases in M being accompanied by rising GNP. In 
view of claims that “the strength of money and credit regulation . . . lies in 
its ready adaptability to changing circumstances,’’* that it is “the most sensitive 
and flexible instrument,’” it is the short-run effectiveness that must be regarded 
as decisive. What good would it be to have a sensitive, adaptable instrument of 


* Flanders Hearings. See inter alia comments by Mr. Frazer B. Wilde, pp. 87-88, Mr. 
Rudolf Smutay, p. 130, Secretary of the Treasury Humphrey, p. 212, Senator Pau! Douglas, 
p. 246, and the statement of Mr. Martin. 

* Ibid. See especially statements by Mr. John D. Clark, Professor C. Clyde Mitchell, Jr., 
and remarks by Representative Wright Patman and Senator Flanders. 

*The term “quantity of money”’ is confusingly used to designate different things by 
different persons and in different contexts. What is here meant is also sometimes called the 
“privately held money supply” which is the sum of demand deposits, note currency and 
coin held by the public, or what the Federal Reserve designates as ‘(demand deposits ad- 
justed and currency outside banks.”’ 

* Federal Reserve Charts on Bank Credit, Money Rates, and Business. Historical Supple- 
ment, September 1954. Board of Governors of the Federal Reserve System, p. 11. 

* Federal Reserve Bank of New York. Annual Report for 1953, p. 32. 

’ Flanders Hearings, p. 87. 
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control, if its effects are long delayed? It would be like having a steering wheel 
that transmits its turns to the wheels of the vehicle by delayed action. What 
counts is the immediate response of the thing controlled. It is evident that there 
was no immediate or short-run response of prices and economic activity to 
changes in M. 

Moreover, even the long-run correlation does not support the contention 
that GNP is regulated by M. While the direction of the two variables tends to 
be the same, the degree of their variations is not at all the same. For instance, 
in the decade from 1935 to 1945 M increased faster than GNP, whereas after 
1945 the trends were reversed. GNP has almost doubled since 1945, yet M rose 
by only about 30 per cent. What does this make of the claim that expansion and 
rising prices are brought about by inflation of M and can be prevented through 
refusal to expand M? Can the 60 per cent rise in prices and the 90 per cent growth 
of GNP since 1945 be attributed to the 30 per cent increase in M? Or again, can 
the 16 per cent jump in wholesale prices from June 1950 to March 1951 be blamed 
on the 1.5 per cent rise in M during that same nine months’ period? 

Most important of all, however, such correlation as does exist between M 
and GNP does not in the least prove that GNP is causally affected by M. On 
the contrary, experience shows that M fluctuates in response to GNP. If more 
business is transacted, if more exchanges are made, the community tends to need 
more media of exchange. These media of exchange, principally demand deposits, 
are provided by banks through the extension of loans or the purchase of securities. 
Business is not transacted because credit is available. It is the other way around: 
Credit comes into existence because it is needed in order to do business. “The 
use of credit follows prices and business volume. Someone has to ask for credit 
before it is granted,” a leading banker testified.* Mr. Martin admits this when 
he states that “monetary and credit policy. ..cannot make people borrow 
money if they do not think they can make a profit on it.’” 

Experience gives no support to the assertion that M significantly influences 
prices and economic activity. Whatever influence M may have on these variables 
is completely overshadowed by the influence of other factors. As for the concept 
of an “optimum” M which will make possible “stable growth without inflation,” 
this is a mirage. Either there is inflation or there is not. Its presence or absence 
cannot be traced to fluctuations in M, as the instances cited above indicate. 
Inflation must be due to other causes. M has nothing to do with it. The Federal 
Reserve authorities therefore need not trouble themselves to determine ‘the 
volume of money appropriate to a given economic situation,” a task “requiring 
continuous examination and study,” according to Chairman Martin. The 
volume of money appropriate to a given economic situation is the volume of 
money which the community wants to hold in that situation. 

* Joseph M. Dodge, then President of the American Bankers Association, in a letter to 
the Chairmen of the Congressional Banking and Currency Committees in 1948. Cited in the 
Monthly Letter of the National City Bank of New York, September 1948, p. 101. 

* Flanders Hearings, p. 242. 
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Interest Rates, Prices and Economic Activity 


It may be urged that it is not the mere quantity of credit, but rather the cost 
of credit, i.e., the interest rate, which is the decisive regulator of prices and 
economic activity. “Modern theory of employment and output holds that above 
all the authorities should control the rate of interest,’’’® and “the fundamental 
job of the central banking system is to influence the total supply of money as a 
means of determining the rate of interest.’”"' Rising interest rates supposedly 
discourage borrowing, reduce economic activity, and drive prices lower; falling 
interest rates are expected to have the opposite effects. On this reasoning interest 
rate policy is the chief instrument of credit control. It must be remembered that 
here again, as in all matters of monetary policy, it is the immediate or short-run 
effects that count. 

What does experience tell about the relation of interest rates to prices and 
economic activity? The facts are too well known to merit more than summari- 
zation: interest rates tended to move directly, not inversely, with prices and 
economic activity. Recovery and prosperity were generally associated with 
rising interest rates, recession and depression with falling interest rates. A 
glance at the Federal Reserve charts" of interest rates or any chart showing the 
relation of interest rates to prices and business activity will confirm this. 

Objection may be made that high profit expectations during prosperity 
increase the demand for funds and the borrowers’ willingness to pay high in- 
terest, whereas low profit expectations during depression reduce demand for 
funds and the borrowers’ willingness to pay interest; if profit expectations and 
all other things remained equal, variations in interest rates would remain as the 
decisive factor inducing firms to increase or decrease output and thus regulating 
prices and economic activity. This may be true enough, but meaningless. One 
might as well argue that, all other things being equal, telephone rates or freight 
rates are decisive elements in business decisions and then urge that alterations 
in telephone rates or freight rates be relied upon to regulate prices and economic 
activity. The fact is that firms decide to enlarge or cut down their business 
operations on the basis of other considerations—profit expectations, presumably, 
as Mr. Martin has pointed out. But profit expectations depend chiefly on ex- 
pected demand and on labor and material costs. Once a firm has decided that 
its profit prospects are good (or bad), it will not be influenced in its decisions 
by a change of 4 per cent or even 2 or 3 per cent in interest rates, any more 
than by equivalent changes in telephone or freight rates. 

Although some of the monetary experts still hold to the notion that low in- 
terest rates encourage, and high interest rates discourage business," a majority 
seem to agree that “as far as business expenditures are concerned ... the rate 
of interest has practically no effect.’ 


1° Tbid., p. 52. Statement of Professor Seymour Harris. 
" [bid., p. 57. 

't Federal Reserve Charts, ante cit., p. 39 ff. 

“ E.g., Flanders Hearings, pp. 88, 132. 

4 Ibid., p. 142, See also e.g., pp. 78, 79, 147. 
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Experience has shown that not only do changes in the rate of interest charged 
to business firms have practically no influence on business activity, but also that 
Federal Reserve interest policy has only a small effect at best on the interest 
rates charged by banks. Thus, for instance, the Federal Reserve raised the 
discount rate from 134 to 2 per cent in January 1953. What, if any, was the 
effect of this on rates charged by banks to customers? In December 1952, before 
the Federal Reserve discount rate was raised, bank rates had averaged 3.51 per 
cent. By March 1953, after the Federal Reserve discount rate had been raised, 
bank rates had risen to 3.54 per cent. An increase of 0.03 per cent! The experience 
of January 1953 is especially instructive since this was a time when member 
bank borrowings from Federal Reserve banks were exceptionally high and when 
therefore an increase in the Federal Reserve discount rate could be expected 
to have a greater impact on rates charged by banks to their customers than 
would be the case if the Federal Reserve raised its discount rate at a time 
when banks are not borrowing from Federal Reserve banks. In the last 20 
years, banks have in fact rarely borrowed from the Federal Reserve banks, so 
that any change in Federal Reserve discount rates could have had no effect, 
except possibly a psychological effect.'* 

Experience does not support the contention that interest rate policy is an 
effective device for controlling commodity prices and economic activity, but on 
the contrary indicates that interest rates have no effect on these variables. 
Ineffectiveness of interest rate policy is admitted by the Federal Reserve au- 
thorities themselves. Instead of interest rate policy, regulation of the “availa- 


bility” of credit has been recognized as the effective weapon of monetary policy. 
The Patman Subcommittee reported in 1952 that “the Federal Reserve has 
urged that much greater emphasis than has generally been customary be placed 
on changes in the availability of credit as contrasted with changes in its cost.’’* 
Elsewhere in the same report variations in the availability of credit are referred 
to as “the cutting edge of monetary policy.” 


Bank Reserves, Prices, and Economic Activity 


Availability of credit can supposedly be affected by varying the so-called 
free reserves of banks, i.e., the reserves in excess of the amount which the banks 
are required to maintain against their deposit obligations, minus the amount of 
bank borrowings from the Federal Reserve banks. If banks have free reserves 
they will presumably want to expand credit and hence prices and economic 
activity will rise; a lack of free reserves would have the opposite effects. The 
Federal Reserve can vary the free reserves (1) through open market operations 
(purchases and sales of government securities) which affect the amount of actual 
reserves, or (2) through variations in reserve requirements which alter the amount 


'* [bid., pp. 101, 141. 

'* Monetary Policy and the Management of the Public Debt. Report of the Subcommittee 
on General Credit Control and Debt Management of the Joint Committee on the Economic 
Report. Congress of the United States. United States Government Printing Office, Washing- 
ton, 1952, p. 32. Representative Wright Patman was Chairman of this Subcommittee. 

" Thid., p. U4. 
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of deposit obligations which banks can maintain with a given amount of re- 
serves. 

To find out how effective this “cutting edge of monetary policy” is, the 
following questions must be answered: 

1. Does an increase in free reserves cause M to be increased? 

2. Does a decrease in free reserves cause M to be decreased? 

3. Do changes in M affect prices and economic activity? 

The third question has already been dealt with and the answer was shown 
to be No. This really makes further discussion of the whole subject superfluous, 
but to complete the present line of inquiry, let us see what experience teaches 
us regarding the first two questions. 

If M fluctuated in response to available reserves, one would expect never to 
find the banks with unutilized, “excess” reserves, except possibly for short 
periods. But this is precisely what one does find. Over the past two decades 
our banks have continuously maintained sizeable excess reserves. From 1934 
to 1942 these excess reserves were especially large, reaching almost $7 billion 
in 1940-1941. This indicates that M is in fact not dependent on reserves. When 
banks find themselves with additional reserves, the result is not so much that 
the banks expand their deposit obligations by extending loans and purchasing 
securities, but that they pile up excess reserves. 

Undoubtedly bankers are anxious to utilize their reserves to the fullest extent, 
but their opportunities to do so are limited. Loans cannot be increased merely to 
suit the convenience of bankers. Borrowers must apply for them.” The banks 
can buy securities on their own initiative, but in order to do so must induce 
others to sell. The inducement consists of higher prices for securities. But the 
higher priced securities are likely to look just as undesirable to bankers as to 
non-bank investors. The fact is that when banks get additional reserves, they 
do not increase their holdings of securities or other earning assets—and their 
deposit obligations—in amounts made possible by the additional reserves, but 
leave these reserves largely idle. The point need not be argued further, since 
most monetary experts, including the managers of the Federal Reserve System 
concede that an expansion of reserves cannot materially affect the quantity of 
credit.” 

This leaves the second question to be answered. Does a decrease in free re- 


1* It is sometimes implied or suggested (e.g., Flanders Hearings, p. 27) that when bankers 
have additional reserves they are willing to make loans which they previously considered 
too risky. If this were so, then why do bankers not put their excess reserves to use by making 
riskier loans? Surely there are ample opportunities for so employing free reserves. The fact 
that the banks keep their reserves idle is prima facie evidence of their unwillingness to make 
loans which they considered too risky before they gained additional reserves. Bankers will 
make loans which they previously considered too risky only when they change their minds 
about the riskiness of the loan, not because they acquire additional reserves. 

® Professor Seymour Harris, who agrees that monetary policy ‘‘doesn’t do much good in 
recession,’ nevertheless chides the Federal Reserve for not giving us ‘a couple billion 
dollars of excess reserves.’’ (Flanders Hearings, p. 52) He does not make clear how giving 
the banks still more unneeded reserves would bring about expansion of deposits and business 
activity. It sounds like a suggestion to make available a couple million more freight cars at 
a time when business is slow and railroad equipment not fully used. 
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serves cause M to be decreased? Chairman Martin adduces the experience of the 
period from April 1952 to April 1953 as proof of the success of a restrictive mone- 
tary policy. Over this whole period, Federal Reserve open market operations 
left banks with insufficient reserves. According to the logic of monetary policy the 
banks should have called in loans, refused to make new loans, and sold securities 
in order to reduce their deposit obligations to an amount which their existing 
reserves could support. What actually happened, however, was the opposite. 
Commercial banks expanded their loans by $7,060 million, from $58,220 million 
on April 30, 1952 to $65,280 million on April 29, 1953, an increase of 12 per cent! 
This was offset by a decrease of $880 million in investments, leaving a net gain 
for the period of $6,180 million in loans and investments. Between the same 
dates M was increased by $8,400 million. 

The simple device by which the banks were able to accomplish this expansion 
despite “restrictive” Federal Reserve policies and the consequent lack of free 
reserves, was to borrow additional reserves from the Federal Reserve banks. 
Over the one-year period, discounts and advances at Federal Reserve banks 
generally exceeded a billion dollars and they averaged $1.6 billion in December 
1952. In contrast, borrowings at Federal Reserve banks had averaged about 
$100 million over the ten preceding years and had rarely risen to as high a figure 
as $500 million at any time during that period. 

The Federal Reserve banks could have refused to make loans to the banks, 
if they had chosen to do so. What counts is that they did not do so on this occa- 
sion or on any previous occasion. As long as banks offer eligible paper for redis- 
count or government securities as collateral for loans, the granting of discounts 
and advances by the Federal Reserve banks is automatic in fact, even though 
technically borrowing is a privilege and not a right of the banks. If the Federal 
Reserve banks should ever refuse to provide the required reserves, they would 
precipitate a financial crisis. Since the Federal Reserve System was created pre- 
cisely to forestall financial crises, it could hardly be expected to follow a different 
course from the one it did actually follow. 

Mr. Martin stated that the heavy borrowing from Federal Reserve banks 
“made banks inuch more restrained in their willingness to supply . . . demands 
[for credit}.’* This assertion is based not on factual evidence, but on an assump- 
tion concerning the behavior of banks. The assumption is that “banks are gen- 
erally averse to borrowing steadily’ and will reduce their loans and sell securi- 
ties in order to pay off their debts to the Federal Reserve banks. It may be 
that bankers feel that way or say that they feel that way, but they certainly 
do not act that way. Whenever they have reserve deficiéncies they borrow and if 
necessary remain for years in debt to the Federal Reserve banks. Undoubtedly 
bankers, like most people, do not like to be in debt and to pay interest; they 
would prefer to have the Federal Reserve provide all required reserves free of 
charge. But it does not follow that bankers wouid turn down borrowers, call in 
loans, or sell securities because they themselves are in debt and want to get out 


** Flanders Hearings, p. 7. 
® Ibid., p. 5. 
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of debt. The fact is that during the time the banks were heavily indebted to the 
Federal Reserve banks, they actually increased their loans and increased them 
at a greater rate than in the preceding year.” 

The idea that variations in reserves can be used to regulate the volume of 
bank credit is a myth, unsupported by experience. Equally wrong is the notion 
that the function of reserves is to serve as a regulator of the quantity of bank 
deposits. Actually, reserves serve the function of enabling banks to meet un- 
favorable clearings, to settle their obligations to each other. Even as business 
firms maintain bank balances so that they can continue to meet current obliga- 
tions when current receipts temporarily fall short of expenditures, so banks 
maintain balances with the central bank to enable them to settle their obligations 
to other banks when claims against themselves temporarily exceed their own 
claims against other banks. And even as the bank balances of business firms do 
not regulate the volume of business, but on the contrary are regulated largely by 
the volume of business, so bankers’ balances, i.e., reserves, do not regulate the 
volume of business done by banks and more particularly the amount of their 
deposit obligations, but on the contrary are regulated largely by the volume of 
banking business and by the amount of deposits. When the monetary authority 
prescribes that banks must maintain a certain percentage reserve against deposit 
obligations, it does not thereby compel banks to adjust their deposit obligations 
but merely compels itself to provide the required reserves.” 


The Lesson of Moneiary Theory 


The claims made for monetary policy as a regulator of prices and economic 
activity have been shown to be contradicted by experience and evidence. This 
experience and evidence is cited by monetary experts and policy makers them- 
selves, who nevertheless continue to profess their belief in the efficacy of mone- 
tary policy. Though they mute their claims with frequently interspersed ad- 


*? The Monthly Letter of the National City Bank of New York (December 1952) after 
declaring that ‘‘banks have a natural reluctance to borrow,’’ admits that this ‘‘reluctance 
of banks to borrow is weakening.” 

** One additional example to illustrate this point: In September 1948, the Federal Re- 
serve raised reserve requirements to all time highs under emergency legislation passed by a 
Special Session of Congress on August 16, 1948 “‘to prevent injurious credit expansion.” 
On September 8, 1948 before the new reserve requirements became effective, member bank 
reserve balances were $17,817 million. With the higher reserve requirements this amount of, 
reserve was sufficient to support only a smaller amount of deposit obligations, thus pre- 
sumably forcing banks to contract credit. But instead of reducing their deposit obligations 
to fit the new reserve requirements, the Federal Reserve banks increased their obligations 
to banks (bank reserves) to fit the deposit obligations of the banks. The increase in reserve 
requirements called for additional reserves of «little leas than $2,000 million. By September 
29, reserves had risen to $19,884 million, an increase of somewhat more than $2,000 million 
This was not a mcrely momentary effect. Despite the higher reserve requirements, deposits 
and loans continued to increase steadily through the subsequent three months, certainly 
a sufficiently long time to have shown whether the higher reserve requirements could pull 
down the volume of credit. What the experience actually did demonstrate was that reserves 
are regulated by the banks’ deposit obligations, together with reserve requirements, and 
that they are not the regulators of the quantity of deposits. 
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missions that credit and monetary action is only one of many factors affecting 
the general level of economic activity, they invalidate the disclaimer in the 
same breath by asserting that monetary and credit action has an “important 
influence”’—by implication, a more important influence than any other factor. 
It is precisely this question of importance which is at issue. No one claims that 
monetary and credit action is the only factor influencing economic activity, nor 
does anyone deny tha® it has some influence. The question is whether monetary 
and credit action can bring about the desired effects upon prices and economic 
activity and hence serve as a device for economic control. Experience and factual 
evidence indicate that it can not; that monetary and credit policy has no impor- 
tant or measurable effect on prices and economic activity; that other factors 
are more important by far. 

It is strange that, despite the lessons of experience, belief in the efficacy of 
monetary policy should still be so strongly entrenched. Doubly strange, since 
this belief is denied the support not only of experience but also of theory. Over 
the last 20 years, monetary theory has increasingly stressed what Professor 
Arndt called ‘““The Unimportance of Money.’™ Earlier monetary theory, epito- 
mized by the quantity theory of money, whether of the Fisher, Cambridge, or 
any other variety, viewed M as the regulator of the price level; changes in the 
quantity—which was also called the supply—of money were seen as causing 
fluctuations in the value of money and hence in the prive level which is a reflec- 
tion of the value of money. Critical analysis of the modus operandi by which M 
exerted this supposed influence on the price level ied to the theory now almost 
universally accepted. This new theory regards prices and economic activity as 
being regulated by the relation of aggregate demand for goods to aggregate 
supply of goods; it has shifted the emphasis away from the supply of money to the 
demand for goods as the principal determinant of prices and economic activity; 
it gives primary attention to total expenditures and income, pushing money 
into the background where it may still exert some minor influence along with 
“all other things.” 


Two Fallacies 

That side by side with this new and widely accepted income-expenditure 
theory the contradictory old quantity theory notions still continue to hold sway, 
may be explained in part by the persistence of a double fallacy which was essen- 
tial to the quantity theory and which has never been properly exorcized from 
monetary thinking: the deep-rooted but false identification of money with a 
commodity and with income. 

Identification of money with a commodity is fundamental to any theory 
which attempts to explain the “value of money.”™ Value, in the sense of ex- 


“H.W. Arndt, The Unimportance of Money. Unpublished Inaugural Lecture, delivered 
at Canberra University College, 1951. 

** Many monetary theorists have asserted that the quantity theory does not rest on the 
assumption that money is a commodity, and that it is in fact incompatible with this assump- 
tion. Commodity money, e.g., gold or silver money, so the argument runs, has a value which 
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change value, is something that, by definition, only commodities can have. 
If money is a commodity, then, other things being equal, an increase in its 
quantity must reduce its value; money will buy less and prices will be higher. 
On this reasoning, the quantity theory would seem to be correct. Those who 
reject the quantity theory and adduce other causes to show why prices rise 
or fall, must therefore also, and first of all, show that money is not a commodity, 
that it nas no value per se, and that to attribute price level fluctuations to 
changes in the value of money must therefore necessarily be wrong. 

Actually, money is not a commodity. The dollar, our measure of value, is not a 
thing that can be bought and sold, it is not « physical thing that can be handed 
by one person to another; the dollar is a concept of exchange value, just as the 
meter is a concept of length, or the ounce is a concept of weight. The meter 
rod and the ounce weight are physical things and so is the dollar bill. But though 
the dollar bill is concrete, it is still not a commodity. It is a credit instrument. 
Credit instruments are embodiments of credit, of debts and claims. Debts and 
claims, whether or not embodied in credit instruments, arise from the indirect 
exchange of commodities and are the device by which this indirect exchange is 
carried out, but they are not themselves commodities, any more than a sales 
slip is a commodity.** 

All this, too, is well known, yet most contemporary authors on the subject, 
if they take the trouble to define money at all, define it as the “commodity 
serving as standard of value and medium of exchange.”’ 

The second fallacy is the identification of M with income. If M is income, 
then indeed any increase in M must, other things remaining equal, tend to 
raise demand, prices and business activity. And on this reasoning, again, the 
quantity theory would seem to be correct. Those who reject this theory must 
therefore disprove the notion that M is income. 

Actually, M is not income. Income consists of goods and services currently 
produced. In order to add heterogeneous goods, it is necessary to reduce them 
to a common denominator. The only valid common denominator for the pur- 
pose is exchange value; and the standard measure of exchange value is money— 
the dollar. Income during a given period therefore is said to be so many billions 
of dollars. But this expression must not be interpreted as meaning that income 
consists of dollars, and that consequently more dollars would mean more income. 


is determined by the value of the money commodity. The quantity theory explains the 
value of money which is not made of a commodity—token money. The value of such money 
is regulated by its quantity. In other words, money need not have a cost of production, but 
is nevertheless something of value because of its limited quantity. According to this con- 
ception, money—even paper money—is a commodity after all. The essential characteristics 
of a commodity are utility and searcity, not cost of production. 

** Coin, though made of a valuable material, may also be regarded as a credit instrument 
which serves as a token for the transfer of purchasing power in the amount of its face value. 
The metal value of the coin is less than its face value and is therefore irrelevant to the power 
of the coin to circulate at face value. The value of a silver dollar coin is certainly not due to 
the fact that it is made of silver, since that amount of silver is rarely worth more than 80 
cents 
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Such an idea would be quite meaningless since, as previously mentioned, the 
dollar is no concrete object, has no quantity, and consequently is not capable of 
having its quantity increased or decreased. 

Income is usually distributed to recipients of wages, interest, etc., through 
the medium of checks or other currency. But this does not mean that each pay- 
ment represents an income payment. The bulk of payments, in fact, is not 
income payments; and not all income is paid in currency. Profits, especially, 
are often not paid out to the recipients, yet are profits and must be reported to 
the tax collector as income. 

There is no justification for regarding every increase in M as an increase in 
income. Though the two tend to rise and fall together, M—deposits and other 
currency—and income are two entirely different things, even as buckets and a 
stream of water are different things. Buckets may be used to transfer water 
from one place to another. Currency is used to transfer income from one person 
to another. An increase in the number of buckets would not increase or in any 
way affect the quantity of water in the stream, though more buckets may be 
needed if more water is to be transferred. Even so, a change in the quantity of 
currency, which is a device for transferring income, does not in any way affect 
the size of the income stream, though more currency may be needed if the 
stream is swelling and the amounts of income to be transferred are larger. 

All this may be obvious enough, but apparently needs reiteration. The con- 
fusion of money with a commodity and of M with income (or with saving, or 
spending, or demand) is still an obstacle to clear thinking on the subject. 

Theory and experience, especially of the last two decades, confound the 
claims made for monetary policy. Prices and economie activity can not be 
effectively regulated through manipulation of the cost and quantity of credit. 
There is no such thing as an optimum quantity of credit which will ensure 
“economic stability and growth without inflation.” The quantity of credit can 
not be regulated through bank reserves. The Federal Reserve authorities can 
not be responsible for the maintenance of economic stability; they need have no 
fears about inducing inflation and may absolve themselves of all guilt for re- 
cessions, including the recession of 1953. It is beyond the capacity of the Federal 
Reserve to achieve or commit these things through the instruments of monetary 
policy. One might as well expect the Interstate Commerce Commission to main- 
tain prosperity through manipulation of freight rates or through variations in the 
number of freight cars. 

What the Federal Reserve can do to assist in maintaining stability, prosperity, 
and economic growth is to keep the monetary and banking system of the country 
functioning at top efficiency so that it can provide the community with all the 
credit and currency it wants at the lowest possible cost. In actual practice the 
Federal Reserve has come close to doing just that. At no time has credit been 
denied to the community by refusal of Federal Reserve banks to lend to banks. 
The occasional raising of interest rates, though unnecessary, was moderate and 
certainly did not materially affect business. The Federal Reserve’s bark is worse 
than its bite, as Professor Harris observed at the Flanders Hearings. 
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Faith in monetary controls thrives on the ground that they are the only 
economic controls compatible with free enterprise. Direct controls, as opposed to 
monetary controls, so the reasoning runs, might serve to accomplish the desired 
economic aims, but only by sacrificing free enterprise. Monetary controls alone 
can achieve economic stability and prosperity in a free enterprise society. This 
is a delusion. Monetary controls can not achieve these goals. Recognition of the 
ineffectiveness of monetary policy would show that economic stability and 
prosperity must be maintained through other devices. No less an authority than 
President Allan Sproul of the Federal Reserve Bank of New York pointed to this 
need for other than monetary controls. “If our dynamic, growing economy throws 
too many people out of work from time to time,” he said at the Flanders Hear- 
ings, ‘“‘we will have to devise further means, resting on the whole economy, to 
take care of the situation. We cannot debauch credit policy, trying to make it 
do the job.’’” 


7 Flanders Hearings, p. 240. 
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Our lack of knowledge of monetary dynamics makes it not at all surprising 
that there should be disagreement on the efficacy of monetary policy. Yet until 
recently there did seem to be agreement that the aim of monetary policy is the 
control of aggregate demand. The controversy concerned not the appropriateness 
of this aim, but rather whether it could be achieved through monetary manage- 
ment. Some were led to reject monetary measures as a means of controlling the 
total volume of spending» because of the presumption that spendings decisions 
are not responsive to changes in the cost and the availability of funds. Others, 
founding their theories on quite different presumptions, looked to monetary 
measures both to restrain and to maintain aggregate demand. While progress in 
the testing of alternative hypotheses was slow, the hypotheses were clearly enough 
stated to permit testings to occur. 

Recently, however, the areas of disagreement have widened. One finds dis- 
agreement not only on the ability of monetary management to achieve a stated 
end, but also on the precise nature of the stated end. A case in point is the 1954 
Senate Hearings on Monetary Policy.' The participants at these meetings have 
assigned a bewildering number of aims to monetary policy.* Thus, monetary 
policy is to be concerned with the control of inventories, with the control of 
interest rates, with capital accumulation in agriculture, with the prevention of 
speculative excesses, with the level of imports, with regional economic problems, 
and with a host of other objectives. Undeniably, inventory levels, or interest 
rate changes, or the availability of capital to agriculture, or any one of the host 
of objectives outlined at the Hearings, all merit study. Undeniably, it is also 
true that monetary policy as usually conceived has not been charged with such 
concerns. There thus arises the problem of explaining how this proliferation of 
aims has come about, particularly since there is slight evidence that monetary 
policy can achieve any of them.’ 

In the following pages one possible explanation is advanced. It is argued that 
a failure of some of the participants at the Hearings to distinguish between 
spendings and lendings, or between money and credit, leads them to assign tasks 


'U. 8. Congress, Subcommittee on Economic Stabilization of the Joint Committee on 
the Economie Report. United States Monetary Policy: Recent Thinking and Experience, 
83rd Congress, 2nd session (Washington: Government Printing Office, 1954). 

* See, for example, ibid., pp. 8, 26, 31, 48, 53, 64, 248. 

* That the battle scarred commercial loan theory of monetary control is still with us can 
hardly be denied after a peremptory reading of the Hearings. References to credit excess, 
speculative borrowings, legitimate credit needs, funds for growth are all present in an 
abundance. 
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to monetary policy which it is incapable of accomplishing. Whether or not, in 
fact, this confusion did exist, the diversity of opinions at the Hearings on the 
nature and the scope of monetary policy does require some explanation. If the 
following pages fail to establish that there was a confusion between spendings 
and lendings, it is hoped that they will at least point out the need for a reassess- 
ment of current thinking on monetary policy. In the course of this note a num- 
ber of excerpts from testimonies are cited. It is not maintained that these ex- 
cerpts are representative of the considered opinion of the participants quoted. 
However, it is maintained that such excerpts have no place in a considered opin- 
ion on monetary policy. 

One of the questions submitted to each of the participants at the Hearings 
sought an evaluation of the monetary policy followed by the Reserve during 
“the months of boom late in 1952 and early in 1953.” It would be an understate- 
ment to say that the answers to this question were in less than complete agree- 
ment. In the replies of the several participants monetary policy during this pe- 
riod was variously characterized as foresightful, adequate, innocuous, and unduly 
restrictive. Mr. W. Martin, Chairman of the Board of Governors, stated that 
“during the period of restraint of 1952-1953, Federal Reserve policy looked to- 
ward the avoidance of credit excesses which could cause real trouble once a down- 
turn had come.’ Treasury testimony, on the other hand, interpreted the 1952- 
1953 monetary policy as one which prevented any further upswing. Thus, Treas- 
ury representatives pointed out: ““The Nation’s resources were fully utilized and 
any further sizeable expansion of credit could result only in uneconomic competi- 
tion for scarce labor and materials at the risk of further price rises.’’* 

Possibly there is more a difference of emphasis than of substance in these two 
evaluations. However, it is pertinent to note that both the Treasury and the 
Reserve testimonies stress that credit expansion was the important variable to 
be watched and controlled. Although the evaluations of the 1952-1953 monetary 
policy by others at the Hearings were in substantial disagreement with the posi- 
tions of both the Treasury and the Reserve, the same position was taken on the 
key relation between monetary policy and credit. Professor 8. Harris chided both 
agencies for their activities during the period. Then, after emphasizing credit, 
he concluded that the major expansion of loans in 1952-1953 and 1953-1954 was 
on the part of non-commercial banks, not really under Federal Reserve control. 
He further stated that “they saved us from a much greater recession, and saved 
us from excessive caution of the Monetary and the Treasury authorities.’’* 
Professor C. Mitchell identified prosperity with controlled inflation and went on 
to say, “For our Nation to follow an expanding-economy goal. . demands that 
interest rates for capital-goods formation in worthy industries remain at low 
level, preferably tending downward, but certainly never rising.’” Mr. J. Clark, 


*U. 8. Congress, op. cit., p. 10. 
* Ibid., p. 31. 

* Ibid., p. 60. 

’ [bid., pp. 63-4. 











354 WARREN J. GUSTUS 


formerly of the Council of Economic Advisers, concluded, “An important in- 
flationary movement should be met by increasing the facilities and volume of 
production. This process requires cheap and ample credit. . . .’” 

In each of the above excerpts and, in fact, throughout most of the Hearings, 
there is a singular lack of attention to changes in spendings and a singular will- 
ingness to concentrate attention on changes in lendings. Yet at ino time was there 
any serious attempt to explore whether, in Hearings devoted to a discussion of 
monetary policy, this emphasis on lendings was misplaced. A possible explana- 
tion may be that spendings and lendings were being confused. In view of the 
elementary nature of this distinction, this explanation would be most unkind. 
Still, much of the testimony and of the conflict in testimonies can be explained 
on this basis. Professor Harris’s concern with non-bank lending institutions would 
become more comprehensible. After all, the commercial banks are but one 
among many lending institutions. More sense could then be made of Mr. Clark’s 
rather paradoxical recipe for preventing an inflation; i.e., increase credit to in- 
crease working capital in order to increase output at the very time that it is im- 
possible to increase output. No one would contend that full employment, a stable 
price level, and increased lendings are incompatible. Much of Professor Mitchell’s 
discussion on declining interest rates and capital formation could be rationalized. 
Reasonably, one could expect an increase in the supply of investable funds to 
bring about a decrease in interest rates and an increase in investment. The con- 
cern of the Federal Reserve and of the Treasury with credit and with credit ex- 
cesses is not inconsistent with this assumption of an underlying confusion. If 
monetary policy is to control lendings, the Federal Reserve must decide when 
lendings are excessive. 

It is not, however, a matter of indifference whether one uses lendings and 
spendings or credit and money interchangeably. There need be no correspondence 
between changes in aggregate lendings and changes in aggregate spendings. Nor 
should one expect changes in loan accounts at the commercial banks to be 
matched by changes in the money stock. In the table below are tabulated the 
annual rates of change of the money stock and of commercial tank loans for the 
period 1949-1954." 

This table is instructive for two reasons. First, it demonstrates clearly that 
changes in the stock of money need not follow closely changes in bank loans. 
Changes in the money stock are the resultant of a number of forces, of which 
changes in the loan account are but one.'* Second, a comparison of the two series 
makes it quite evident that a different answer concerning the ‘“‘restrictiveness”’ 

* lbid., p. 48. 

* In the computation of the money stock series adjusted demand deposits, Treasury 
deposits at commercial and Federal Reserve banks, currency and coin outside banks have 
been totalled. 

'¢ Bince 1948 the Federal Reserve Bulletin has brought together the factors operating to 
effect changes in the money stock in the ‘Consolidated Statement for Banks and the Mone- 
tary System.” For a discussion of this statement and of the recent importance of changes in 
bank loans in effecting money stock changes see Edward C. Simmons, “A Note on the 
Causes of Instability in the Money Supply,’ Journal of Finance, Sept. 1951, pp. 333-337. 
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of monetary policy from 1952-1954 will be forthcoming if the rate of change of 
loan accounts is examined rather than using the rate of change of the money 
stock as a criterion. 


Annual Rates of Change of Money Stock and of Loans Outstanding at ALL Commercial Banks, 








Money Stock Loans 
6/49-6/50 4.6% | 10.4% 
6/50-6/51 5.6 22.7 
6/51-6/52 5.2 9.3 
6/52-6/53 5 10.6 
6/53-6/54 2.9 5.3 


* Sources: Computed from Federal Reserve Bulletins. 


Between June of 1952 and June of 1953 the Federal Reserve, in spite of its 
concern with credit excesses, allowed the loan accounts at commercial banks to 
increase by 10.6 per cent. However, at the same time there was a sharp decline 
in the rate of growth of the stock of money. If one assumes an annual increment 
of about four per cent to the gross national product, it is clear that the rate of 
growth of the money stock between 1952-1953 is indeed indicative of a restric- 
tive monetary policy. This is not to maintain that monetary policy during this 
period was actively aimed at effecting this sharp decline in the rate of growth of 
the stock of money. There is no evidence, however, that the Federal Reserve 
actively sought to prevent this sharp decline. Rather, its policy was one of 
“avoidance of credit excesses.” 

In 1935 Lauchlin Currie, discussing the inadequacies of monetary policy dur- 
ing the early years of the depression, said, ‘“There is now available a good deal 
of comment on the 1928-1929 policy; nowhere does it appear that the movement 
of demand deposits played any role in the deliberation of the officials.’ This 
is surely too strong a statement for the 1950's, but is it totally inappropriate? 

Governor Szymezak, commenting on the 1952-1953 period, said, “But what 
we were trying to do was not take away credit for growth, but not to supply the 
amount of credit that was being asked for by the market to build up inventories 
to unsound and unstable heights.’ If by credit Governor Szymezak meant loans, 
the Board faced the knotty problems of attempting to identify loans for growth, 
inventory levels that were unsound and unstable, and after this identification, 
the additional problem of effectively controlling all lending agencies." Whether 
or not monetary policy during the 1952-1953 period succeeded in controlling 


" Lauchlin Currie, The Supply and Control of Money In the United States (Cambridge: 
Harvard University Press, 1935), p. 58. 

2 U.8. Congress, op. cit., p. 248. 

" There is, of course, no way of identifying either the purpose or the end result of a 
loan. A bank loan extended for the purpose of allowing an individual to meet a payroll may 
free a part of his owned funds for “inventory speculation.’’ Was this loan extended by the 
bank for growth or for speculative purposes? 
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inventory growth, there was a sustained increase in loans at the commercial 
banks. Were these “growth” loans? How does one either define or identify a 
growth loan? If by credit Governor Szymeczak meant money, policy was indeed 
restrictive. However, it is debatable whether or not it was restrictive solely in 
its effects on inventory growth. 

There may have been no confusion between spendings and lendings in the 
minds of the participants at the Hearings.“ They may have felt that credit 
(loans) was the proper concern of monetary policy. If this be the case, one can 
but elucidate a number of items. The Federal Reserve in main has direct con- 
trol over only one lending agency, the commercial bank; and this one lending 
agency accounts for a relatively small proportion of the total lendings. In those 
cases involving selective credit controls and extension of Reserve control to 
lending agencies other than the commercial banks it is by no means proven that 
the Federal Reserve has been able to exercise effective selective control.'* Unless 
one considers changes in demand deposits to be a crucial element in monetary 
policy, there is no reason for singling out the commercial banks as the lending 
agency to be controlled by the Reserve. 

Another whole class of problems arises if credit or lendings are to be controlled 
by the monetary authority. At the Hearings, Chairman Martin referred to credit 
excesses. By what criteria is one to determine when credit is excessive and whether 
all or only some types of credit are excessive? Changes in the general price level 
would be one possibility, but these changes are related to changes in spendings. 
If credit for specific purposes or to particular groups of borrowers can be identi- 
fied as excessive, do the capital markets that exist in the United States make it 
possible to apply selective controls successfully? The more mobile are funds, the 
more necessary it becomes for the Federal Reserve to have control over-all lend- 
ing transactions, if it is to concern itself with credit.'* Can one, as Professor 
Mitchell suggests, catalog industries according to their worthiness to receive 
credit? Relative price would be a guide here, but can or should monetary policy 
be concerned with relative prices? 

Both Professors Mitchell and Harris are under some compulsion to explain 
why a given structure of interest rates or a downward movement of interest 
rates identifies a desirable monetary policy. Is there really any doubt that the 


“ Bome of the participants clearly cannot be accused of this confusion. Professor L. 
Chandler, for example, took particular pains to separate changes in the two factors. 

'* The entire theory of selective controls needs more exploration. Selective controls may 
be viewed either as an attempt to control particular types of loans or as an attempt to 
control spendings by controlling particular types of loans. The Federal Reserve has taken 
both positions at different times. See Federal Reserve Bulletin, July 1951, pp. 748-749, for a 
statement by Chairman Martin which interprets selective controls as a device for control- 
ling spendings. See pp. 5-6 of the Hearings wherein the Reserve seems to take the position 
that selective controls have as their purpose regulation of particular types of loans. 

‘¢ There is a fundamental contradiction between the modus operandi of selective credit 
controls and one of the major objectives of the Federal Reserve System. One of the reasons 
for the formation of the Reserve System was to increase the mobility of funds but selective 
controls rely on the lack of mobility of funds for their efficacy. 
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Federal Reserve’s support of Government bond prices following World War II 
also constituted support of the inflation which occurred, and is there really any 
evidence that full employment could not have been maintained without this in- 
flation?" If falling interest rates have an expansionary influence on the economy, 
were stable interest rates during and after World War II neutral in their effects? 
Why are rising interest rates at all times undesirable? 

Probably none of the academic guests at the Hearings and certainly none of 
the Treasury-Federal Reserve representatives would subscribe to monetary 
management by a rule. The once widely hailed stable price level criterion for 
monetary action has fallen into disrepute. Professor M. Friedman has suggested 
a reason for its current lack of popularity." He argues that monetary manage- 
ment by a rule of this kind may be destabilizing in actual operation. Purely 
fortuitous and self-correcting changes in the chosen price index might result in 
the initiation of monetary measures which would magnify price fluctuations. 
His chief concern is with our inability to forecast; his proposed solution is a 
monetary system in which the need for discretionary action is reduced to a 
minimum. What he suggests as a danger of monetary management by a rule may 
very well be a real one. The Hearings, however, offer little support to any claim 
that the participants were reluctant to forecast. Further, their forecasting was 
extended to defining the appropriate rates of growth for particular segments of 
the economy. This rashness and the conflicting testimonies at the Hearings may 
have their roots in a confusion of spendings and lendings. In turn, this confusion 
may be a product of the Keynesian evolution. Traditional monetary policy ap- 
parently failed during the 1930’s and direct controls apparently succeeded during 
World War II." During these years the influence of the General Theory has been 
manifested in a series of investigations. Interest has centered on the determina- 
tion of the forces which underlie the savings and investing process. Successive 
refinements have been made in the earlier, naive Keynesian models. This is all 
to the good and is the type of work that needs to be done if our know'edge of 
cyclical fluctuations is to be increased. One should not, however, confuse the 
trees with the forest. No more than neo-Classical monetary theory does Keynes- 
ian monetary theory conceive of the control of lendings as the goal of monetary 
policy. By understanding more fully why variations in investment occur or what 


' Professor Harris, in discussing the period following World War II, said: ‘It is a great 
mistake to assume that our major objective was to control the price of Government securi- 
ties. The major objective was tocontrol the rateof interest . . . and if you control the rateof 
interest, then, of course, you also to some extent control investments.”’ See U. 8, Congress, 
op. cit., p. 53. The major objective was to control the rate of interest, but this meant aban- 
doning control of the rate of investment. 

Milton Friedman, ‘A Monetary and Fiscal Framework for Economie Stability,” 
American Economic Review, June 1948, pp. 245-264. 

'* Whether or not one regards the 1930's as evidence of the failure of traditional monetary 
policy depends in part on the role one assigns to monetary policy in controlling changes in 
the stock of money. Whether or not one considers the 1940's as evidence of the success of 
the new monetary policy depends in part upon the period examined; i.e., 1040-1945 or 
1940-1950. 
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the factors which determine consumption expenditures are, more adequate con- 
trol of spendings may be possible. 

This, however, is not equivalent to admitting that the aim of monetary policy 
is the control of lendings. Ultimately, it may be proven that monetary policy 
cannot control the amount of spendings. Immediately, the advocates of the con- 
trol of lendings school must clarify their position. Under our present circum- 
stances a monetary policy which aims at the control of lendings must fail if only 
because success is not recognizable. Surely, some of the disagreement at the 
Hearings could have been avoided if policy objectives had been carefully spelled 
out and if there had been an attempt to measure attainments against these ob- 
jectives. 

There is no other rational process of evaluation possible. The increasingly 
common practice of evaluating monetary policy in terms of the measures taken 
is certain to prove fruitless. For example, to say that the Federal Reserve caused 
the interest rates to rise by a certain amount in 1938 would not mean that a 
policy which effected the same rise in 1948 could be considered equivalent. 
Monetary policy can neither be guided nor evaluated by statements such as 
interest rates for capital goods formation should remain at a low level. 

It is clear that the consensus of opinion both within and without Government 
circles favors the continuance of a large amount of discretionary authority in the 
hands of the Federal Reserve. Since this is the case, it is essential that those re- 
sponsible for monetary policy and those influential in the shaping of monetary 
policy state clearly, precisely and unambiguously what they conceive to be the 
objectives of monetary policy, why a particular objective or series of objectives 
are proper aims for monetary policy, and what are the possibilities of achieving 
these objectives through monetary policy. 

To follow this kind of procedure is to reduce the chances of meaningless dis- 
putes and to increase che chances of measuring the effectiveness of monetary 
policy. Without stated objectives and without agreement on these objectives the 
evaluation of monetary policy is impossible. In view of the disagreement among 
the academicians at the 1954 Hearings, small wonder that at times statements 
issued by the Federal Reserve seem to be excellent in form but sadly lacking in 
content. Yet the Federal Reserve is itself partly responsible for much of the 
criticism heaped upon it both at the Hearings and elsewhere. By oscillating be- 
tween the assets and the liabilities sides of bank balance sheets and by concen- 
trating now on credit and now on the stock of money, it cannot help but earn 
criticism. 

Senator Douglas, for example, had some justification for stating that during 
the 1952-1953 period the Federal Reserve had taken fright at something which 
was non-existent, inflation.*® To him inflation was rising prices at full employ- 
ment. To the Federal Reserve it seemed to be a number of things, no one of which 
was very clearly defined. 

** Senator Douglas sharpiy criticized the 1952-1953 policy, pointing out that during the 
second half of 1952 prices were stable and there was jul] employment. See U. 8. Congress, 
op. cit., p. 246. 
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What defense could the Federal Reserve offer against Professor Mitchell’s 
charges? Since, by its own admission, it was concerned with credit excesses, was 
it not at fault in failing to check for credit deficiencies?” It is meaningless to point 
out that, in theory, there is no reason to expect to deal effectively with sectional 
difficulties through the use of monetary policy, when, in practice, the monetary 
authority continually states its concern with this class of problem.” 

In the author’s mind at least the Hearings are symptomatic of a real danger. 
A body of evidence is being built up that may be interpreted as a negation of the 
effectiveness of monetary policy in controlling aggregate demand. On the basis 
of this body of evidence we may reject monetary policy when all the time we have 
been collecting evidence on the ineffectiveness of credit policy. 


*! Professor Mitchell attributed all of agriculture’s ills to lack of credit and for the lack 
of credit he blamed the Reserve’s monetary policy. /bid., pp. 62-73. 

* To identify ‘‘credit excesses’’ or ‘‘credit for growth’’ the Federal Reserve must concern 
itself with relative prices or with particular sectors of the economy. 
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It is the purpose of this paper to make clear the role of assumptions in three 
different predictions involving consumer behavior. These are: (1) the prediction 
of specific consumer choices among goods; (2) the prediction of maximization of 
an individual’s (or group of individuals’) total utility without redistribution of 
income; and (3) the prediction of maximization of a group of individuals’ total 
utility by redistribution of income. 

This discussion is believed to be necessary because of widespread failure to see 
the methodological parallels in Cases 2 and 3.' Review of Case | is helpful in 
pointing up the methodological issues involved in the other two cases. While most 
economists have become wary of drawing welfare conclusions about income re- 
distribution, it is still common practice to draw such conclusions where no re- 
distribution is involved and where no inter-personal comparisons of utility are 
alleged to be necessary. This suggests that the main reason for concluding that 
no welfare conclusion is possible in the case of income redistribution is misunder- 
stood. This paper argues that the necessity of inter-personal comparisons is not 
the basic reason why welfare conclusions cannot be drawn in the case of income 
redistribution. Rather, it is asserted that the reason i that no independent ob- 
jective indicator of the intensive magnitude of utility has been adopted. This 
reason is identically operative in the case where no redistribution is involved. 
Predictions in both cases may be made verifiable in principle only by explicit 
adoption of independent objective indicators of utility. 

The relevant literature is complicated by the fact that the word “utility” has 
two distinct meanings. Further difficulty arises from failure to distinguish among 
types of assumptions and predictions. It is here asserted that it is necessary to 
orderly thought first to distinguish verifiable from non-verifiable predictive 
propositions. Secondly, it is necessary to separate those parts of verifiable pre- 
dictive propositions which we may call conventional assumptions, or non-factual 
assumptions about human behavior, from agreements on indicators, which are 
definitional statements about ways indirectly to measure an intensive mag- 
nitude. 

* In preparing this paper I have benefited from discussions with Professor Donald F. 
Gordon. 

For example, see Lionel Robbins, ‘‘Robertson on Utility and Scope,’’ Economica, New 
Series, Vol. XX, No. 78 (May, 1953), pp. 99 ff. Robbins does not distinguish Cases 1 and 2, 
but does assert that Case 3 is “‘. . . something which is skies apart from the kind of analysis 
employed in the pure theory of consumer behavior”’ (p. 109). Also see Kenneth E. Boulding, 
‘Welfare Economics,’’ A Survey of Contemporary Economics, ed. by Bernard F. Haley 
(Homewood, Ill.: Richard D. Irwin, 1952), Vol. Il, pp. 1-34. Boulding’s review article is 
singularly lacking in any discussion of verifiability. 
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Case 1. Predicting Consumer Choice 


It is important to distinguish two distinctly different meanings for the word 
“utility.’”” One is the meaning commonly understood in welfare economics; that 
is, utility means experienced satisfaction or happiness resulting from a per- 
formed act. The other meaning is that associated with demand theory, in which 
the word denotes the mental entity which leads men to choose one thing in 
preference to another. Modern behaviorists, who proceed to analyze the process 
of choice by laboratory experiment, and who, as Professor Robbins puts it, 
“seek to avoid all reference to mental events and to rely solely upon hypo- 
thetical observables,”” would define utility as a set of choice indicating numbers 
assigned to a series of goods. In this context, ‘maximizing utility’’ means simply 
that the consumer’s choice is predictable according to some assigned numbers.’ 
Significantly, any demand theory which focusses its attention on prediction of 
actual choices, be it that of deducing predictions from an assumed rationale or 
that of deducing predictions from a set of observed phenomena, spends no time 
trying to prove that utility, in the sense of experienced satisfaction, “really’’ 
exists or is actually maximized. Nor does it necessarily follow from a successful 
prediction of choice that a consumer must have, therefore, maximized his 
utility in this sense. The assumption that consumers seek to maximize utility is 
simply a convention, or fictional rationale, imported for the purpose of deducing 
verifiable predictions about choice.‘ 

The classic example of deducing a testable proposition from an assumed 
consumer rationale is summarized by Professor Stigler in his historical study 
of utility theory as follows: “.. . if consumers do not buy less of a commodity 
when their incomes rise, they will surely buy less when the price of the com- 
modity rises. This was the chief product—so far as hypotheses on economic 
behavior go—of the long labors of a very large number of able economists.’’* 


* For a related discussion of meanings of utility, see I. M. D. Little, A Critique of Welfare 
Economics (Oxford: Clarendon Press, 1950), pp. 26-30, and pp. 56 ff. 

*A. A. Alchian, “The Meaning of Utility Measurement,”’ The American Economic Re- 
view, Vol. XLIII, No. 1 (March, 1953), pp. 26-50, p. 31. 

* It should be noted in passing that there are extraordinary difficulties in the practice of 
testing these predictions. See F. Mostellar and P. Nogee, ‘‘An Experimental Measurement 
of Utility,’’ Journal of Political Economy, Vol. LIX (October, 1951), pp. 371-404. 

* George J. Stigler, ‘The Development of Utility Theory. II,’’ Journal of Political 
Economy, Vol. LVIII, No. 5 (October, 1951), pp. 395-06. He goes on to say, ‘‘These very able 
economists, and their predecessors, however, had known all along that demand curves have 
negative slopes, quite independently of their utility theorizing.”’ Cf. Little, op. cit., p. 26. 
In the absence of the prediction of an observable result, utility theorizing is, of course, 
simple tautology. As Little puts it, “Orthodox theory of economic behavior is not a study 
of human behavior at all. It is incorrect to call it a theory for it does not seek to explain 
behavior. It should rather be called a system of behavior; the sole purpose of the system 
being the provision of a criterion for being ‘economically better off.’ ’’ Ibid., p. 51. 
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Case 2. Maximizing Satisfactions without Redistributing Income 


Let us turn now to the problem of predicting and measuring satisfactions, as 
distinct from the problem of predicting choice. Brief testimony from Professor 
Pigou will be helpful. 


Pleasures, satisfactions, utilities, are intensive magnitudes and are not measurable. 
They are not the sort of thing that we can correlate with a series of cardinal numbers. It 
is true, no doubt, that an intensive magnitude may sometimes be correlated with an 
extensive magnitude and so may be capable of being measured indirectly. ‘This would 
be true of satisfactions if, by a miracle, they were correlated rigidly with levels of tem- 
perature or speed of pulse. Moreover, there is in fact available in our field an ‘“extensive’’ 
magnitude of the kind required, namely the amount of money that a man would be willing 
to pay in order to avoid losing a given satisfaction, or pleasure. Marshall, it will be re- 
membered, laid stress on the advantage which economics has over other social sciences in 
possessing this measuring rod. . neither Marshall nor anybody else claims that money 
enables us to measure anything more than small parts of a man’s satisfaction. Money 
therefore, does not enable us to correlate satisfactions with a series of cardina! numbers, 
that is, to measure it in the sense understood here. We must concede that they are not 
measurable in that sense.* 


As I understand Professor Pigou’s statement, it may be paraphrased as fol- 
lows. Satisfaction, like heat, is an intensive magnitude and as such it is not 
subject to direct measurement as it is felt. It can only be measured indirectly, 
or indicated. Indication involves agreeing upon, at least for purposes of discus- 
sion and experiment, an observable operation which is then, by definition, the 
meaning of quantities of the intensive magnitude. This agreement is not itself a 
testable proposition nor is it a statement of an observed fact. It is neither an 
assumption nor a prediction about the data which involve the intensive mag- 
nitude. 

Let us illustrate this process of indirect measurement with heat. To begin with 
we might assert the definitional statement that we will indicate quantities of 
heat by the length of time it takes a flame to turn a given amount of ice, under 
constant conditions of pressure, ef al., into steam. This gives us an operation to 
perform to quantify the intensive magnitude. The prediction that flame A gives 
off more heat than flame B may now be tested quite apart from subjective 
sensation. The term “heat” now means what we have agreed to indicate it to 
mean. It cannot be proved that this is what heat means or is. It may be that 
the ice-to-steam thermometer device is unsatisfactory for some indication 
purposes. It is clumsy and will not discern the whole range of quantities of heat. 
It is not a satisfactory way to measure the heat in, say, a feverish elephant. In 
other words, the thermometer breaks down and new ones are called for. It should 
be noted, particularly, that the ice-to-steam operation will not indicate the heat 
of the water under observation. Now this is analogous to measurement of 
utility. We may assert the definitional statement, following along with Pigou, 


* A.C. Pigou, “Some Aspects of Welfare Economics,”” American Economic Review, Vol. 
XLI, No. 3 (June, 1951), pp. 287-302, at p. 289. Cf. Little, op. cit., pp. 28-30. 
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that utility is indicated, i.e., indirectly measured, by the amount of money 
that a man is willing to, or does, give up to acquire or keep a good. As Pro- 
fessor Pigou puts it, “Choice thus provides an objective test of the comparative 
magnitude of different utilities or satisfactions to a given individual.’” It can- 
not be proved that what we are indicating is actually utility; that is a matter 
of definition. But we then have a process whereby we may observe and quantify 
the intensive magnitude. However, just as with the ice-to-steam thermometer, 
it is true that the money-spending thermometer will not work in all situations 
and will not adequately, for our purposes, indicate the full range of the in- 
tensive magnitude. This, I take it, would be the position of Professor Pigou. 
It would seem to be in keeping with the spirit of his remarks to suggest the 
need for experimenting with, and agreeing upon, new indicators for those ranges 
where money-spending does not give satisfactory results. 

In the subjective theory of value the convention or fiction is entered of a 
sentient, sensual being operating with free choice and aiming to maximize his 
utility. We introduce a further assumption, this time a definition, that utility 
is indicated by the observable process of money spent. The prediction is that 
the consumer will so spend his money as to maximize his utility. At first glance 
it might seem that the operationalist has no cause to complain. There is a process 
to observe and there is an explicitly remarked indicator for the intensive magni- 
tude. But when we seek to employ it for purposes of comparison, we discover 
that the ants are in the honey-pot. The money-spending indicator is not inde- 
pendent of the prediction. It is analogous to attempting to indicate the heat in 
the water inside our ice-to-steam thermometer by the ice-to-steam thermometer 
itself. No matter how consumers in a real situation spend their money (no 
matter whether under hypnotic influence or with a gun in their back), so long 
as they spend it, we cannot say, using this test, that they have not maximized 
their utility. Without an independently observable indicator, one not involved 
in the prediction, we cannot test the prediction that is implicit in the conven- 
tion and the definition of the indicator taken together. 

By changing from the money-spending indicator, a statement may be drawn 
that may be treated either as a verifiable prediction or as a convention. The 
statement is: A consumer (or consumers) who is (are) free to spend money, as 
compared to one (those) who is (are) not free, will achieve the greater utility, 
as utility is indicated by an independently observable “thermometer.’” 

If the statement is treated as a prediction rather than as a convention we are 
then properly interested in its realism or accuracy. It has already been noted 
that money is of no use as an indicator in testing the prediction that free con- 
sumers do maximize indicated utility. Independently observable indicators of 
utility are needed. It may be that different thermometers are needed for each of 
several ranges of utility. We may suggest such crude ones as physical health in 


? Pigou, loc. cit., p. 291. 

* Familiar predictive propositions from the ‘“New Welfare Economics’’ will fit this form, 
e.g., the Paretian proposition that welfare is increased if some individuals have higher real 
incomes and none have lower real incomes. 
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low ranges, educational opportunity in the middle ranges, travel opportunity 
in the higher ranges. Utility, and also money-spending, could thus be correlated 
with observables having extensive magnitude, not, as Professor Pigou suggested, 
“by a miracle,” but rather by definitional agreement, as was true in the original 
selection of money as an indicator.’ 


Case 2 as a Convention 


Alternative to treating the statement as a prediction is treating it as a con- 
vention intermediate to another prediction. Hence, the origina] statement may 
be incorporated in another as follows. If it is assumed that free consumers will 
achieve greater utility than non-free consumers, then it is predicted that enabling 
free consumer choice will maximize social utility (the latter being independent 
of individually experienced consumer satisfactions). In this case there is no 
significance to testing the original statement (now a convention) for realism or 
accuracy. The important matter is the predictive accuracy as regards the 
result.” 

Here the result has to do with social consequences. When we assume that 
free consumers maximize the utility to be gained from a given distribution of 
money income, we are certainly not even pretending to be talking about facts. 
That, of course, would be neither here nor there. For good or bad, what we are 
doing in this connection is to make predictive statements about the implications 
of certain conventions which, at bottom, are non-factual. It is as though we had 
said, society will not be just, or it will not run so as to yield observable results 
which may be judged “good,” unless we act as if consumers thus maximize 
their utility. In other words, the testable prediction is cast up in terms of the 
social result, which, in turn, if we are to be thoroughly scientific," should be 
indicated by an explicitly stated thermometer for social utility. [It should be 
noted in passing that this is the same procedure which is found throughout the 
common law; namely, the introducing of conventions, or fictions, which are 
justified by the desired social result.] Indicators for social utility which might 
be suggested, though not too seriously, include number of riots per year, the 
incidence of juvenile delinquency, or perhaps quantity of unemployment or 
rate of capital formation or number of cabinet crises per month. Scientific pro- 

*Cf. Elmer D. Fagan’s discussion of ‘“‘objective criteria of welfare’ in “Recent and 
Contemporary Theories of Progressive Taxation,” Journal of Political Economy (August, 
1938), pp. 457-497. 

‘* “The ultimate goal of a positive science is the development of a ‘theory’ or ‘hypothesis’ 
that yields valid and meaningful (i.e., not truistic) predictions about phenomena not yet 
observed. And the only relevant test of an hypothesis is comparison of its prediction with 
what occurs. ...”’ Milton Friedman, ‘“‘Comment,’’ A Survey of Contemporary Economics, 
ed. by Bernard F. Haley (Homewood, IIl.: Richard D. Irwin, 1952), Vol. II, p. 456. Also see 
Milton Friedman, ‘“The Methodology of Positive Economies,” Essays in Positive Economics 
(Chicago, Ill.: University of Chicago Press, 1953), pp. 3-43. 

'' Empirical science is not concerned with logical implications, but in observable impli- 
cations of the conventions. If we want to abandon scientific method at this point, we may 
simply assert the value judgment that freedom for consumers is a good or bad end in itself, 
and drop the whole matter without inquiring into the social consequences. 
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cedure then calls for controlled experiments in which consumers are free and in 
which they are in various non-free situations, with comparison of the indicated 
results. 
Case 3. Maximizing Satisfactions by Redistributing Income 

Our third case is that of redistribution of income and maximization of a group 
of individuals’ total utility. Here again a statement may be drawn which may 
be treated as either a verifiable prediction or as a convention. The statement is: 
If people are equa! in capacity to enjoy income, and if there is diminishing 
marginal utility of income, then a less unequal! distribution of income will yield 
a greater total utility than a more unequal distribution. 

If the statement is treated as a prediction, interest is focussed exclusively on 
the latter part of the statement; namely, that a less unequal distribution will 


TABLE 1 
Relationships of Conventions and Indicators in Verifiable Utility Predictions 
Testing of Prediction 














Predict he will 
choose goods con- 
siatently 





Assume consumer 
seeks to maximize 
utility by choosing 
consumer goods 


ratory experiment 
or by budget study 


2 
(alternate) 





Assume free con- 
sumer seeks to 
maximize utility by 
choice of consumer 
goods 


Assume free con- 
sumer will gain 
greater utility than 
will non-free con- 
sumer 

Assume all con- 
sumers have iden- 
tical ability to en- 
joy income and 
identical experi- 
ence of diminish- 
ing marginal 
utility of income 

Assume tota! utility 
will be maximized 
by more equal dis- 
tribution of in- 
come 





| 
| 


Predict free consumer 
will gain greater 
utility than will 
non-free consumer 


Predict ‘‘good social 
result” or higher 
social utility 


Predict total utility 
will be increased 
by more equal dis- 
tribution of income 





Predict ‘‘good social | 
result’’ or higher | 
social utility 





Test, using indicator 
of total individual 
utility, by observ- 
ing consumer in 
free and non-free 
situations 

Test, using indicator 
of social utility 


Test, using indicator 
of total individual 
utility by observing 
groups having 
different degrees of 
inequality in in- 
come distribution 


Test, using indicator 


of social utility 
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yield a greater total utility. The prediction may be tested only by adoption of 
an independent objective indicator of utility as discussed under Case 2. It 
should be noted particularly that the phrase that free consumers maximize 
utility is an assumption of precisely the same order as the phrase that all people 
are equal in capacity to enjoy income. Both are non-testable without the intro- 
duction of an independently observable indicator of utility. 


Case 3 as a Convention 


Alternatively the statement may be treated as a convention intermediate to 
another prediction, as follows: If it is assumed that a more equal distribution of 
income will increase total consumer utility, then it is predicted that more equal 
distribution will maximize social utility," as the latter is indicated by an agreed 
independently observable indicator. This is parallel to the convention and pre- 
diction in Case 2. The convention that people have equal capacities to enjoy 
income is of precisely the same order as the convention that free consumers 
maximize utility. Both are the basis for or intermediate to a testable prediction 
concerning an arrangement designed to maximize indicated social utility. 


Summary 
We are now in a position to eummarize the discussion in tabular form. See 


Table 1. 
It would, of course, be most naive to suggest that the shift to objective indi- 


cators will transform social decision-making into science. It will simply move 
back the boundaries of arbitrariness a little way. Presumably the economist, 
qua scientist, presents experimental evidence (and we need not point out the 
extraordinary difficulties of obtaining conclusive evidence) as over against an 
infinite number of explicitly labelled indicators to others who, qua politicians, 
evaluate the indicators and the evidence in one fell swoop. In a real situation, 
however, the distinction cannot be so clear between scientific procedure and 
value judgment. Since only a finite number of cases can be investigated, pre- 
sumably value judgment will enter into the selection of conventions and indi- 
cators to be used and the predictions to be tested. 


® This formulation is suggested by Lionel Robbins, loc. cit., pp. 107-109. He writes, ‘‘It 
is as though we had eaid, society will not be just, or it will not run so as to yield good results, 
unless we act as if the citizens were equally capable of satisfactions.” ‘Just society’’ and 
“‘good results’ are, of course, value terms. The statement as it stands means that any 
result which follows from equal distribution is ‘‘good”’ and hence that a value judgment was 
introduced with the convention. The value judgment may be relocated if the convention 
is intermediate to a prediction that more equal distribution will lead to a specific observable 
result which is, in a separable process, identified as good or bad. This would seem to be in 
tune with the general thinking of Professor Robbins. 
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COMPETITION AND KINKED FUNCTIONS IN THE MARKETING 
OF PERISHABLES 


The kinked average revenue function was developed almost simultaneously 
by Paul Sweezy and Hall and Hitch.' It was argued that in oligopolistic markets 
the firm’s average revenue was relatively elastic at prices above the kink, and 
relatively inelastic at prices below the kink. This caused the related marginal 
revenue curve to have a discontinuous range at the quantity where the kink 
occurred. It was generally assumed that the marginal cost curve would pass 
through the discontinuous range of marginal revenue, so that the profit max- 
imizing price would be at the kink. This price was often assumed to coincide 
with the market price, and this was offered as an explanation for administered 
prices in oligopolistic market structures. 

Bronfenbrenner developed a similar concept for the factor market.? The 
oligopsonistic buyer was assumed to face an average cost curve that was rela- 
tively elastic at prices below a kink, and relatively inelastic at prices above the 
kink. The related marginal cost curve would be discontinuous at the kink. If 
the marginal revenue product curve passed through the discontinuous part of 
the marginal cost curve, the price of the factor would occur at the kink in the 
average cost curve. It was presumed that this kink occurred at the market 
price, and that this served as an explanation for rigid factor prices. 

Another interpretation is that the market price determines the kink and 
therefore the position of the functions in such cases. This is the reverse of the 
usual relationship in imperfect markets; it makes the entrepreneur a price 
taker in the same sense that a competitive entrepreneur is a price taker. Indeed, 
such an entrepreneur would be at a disadvantage when compared with the usual 
competitive entrepreneur. Under pure competition the firm can buy or sell all 
that it wants to at any time at the market price. With a kink, both the price 
and the amount that can be bought or sold at that price are beyond the control 
of the entrepreneur. 

This hypothesis was the result of an interview with an official of a national 
trade organization for apple growers. It was his contention that most apple 
farmers could not sell an unusually large amount of fruit at one moment in time 
without taking a substantial discount from the market price. This condition 
prohibited such speculative action as witholding a major part of one’s crop in 
anticipation of higher prices in the latter part of the season (which extends from 
October through May). A further deterrent to such action would be the virtual 
certainty of antagonizing the buying contacts the farmer had established. The 
official contended that the most successful apple farmers were the ones who 


' P. Sweezy, ““Demand Under Conditions of Oligopoly,”’ Journal of Political Economy, 
Vol. XLVI, August 1939, pp. 568-573. 

*M. Bronfenbrenner, ‘“‘Applications of the Discontinuous Oligopoly Demand Curve,” 
Journal of Political Economy, Vol. XLVI, June 1940, p. 427. 
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established reliable marketing outlets and moved a steady amount through 
these channels at the market price, regardless of what that market price might be. 

Numerous interviews with Pennsylvania apple growers, farm cooperative 
officials, and buyers supported this contention. Although the industry seemed 
to have all the institutional characteristics of competition, not one of the growers 
thought he could normally sell all of his stock of fruit at one moment of time at 
the market price. Nor did the buyers think they could purchase an abnormally 
large amount of fruit at the market price. All of the growers distributed their 
harvest over the season in some orderly fashion. In some cases the time distribu- 
tional pattern was determined during the harvest on the basis of storage facili- 
ties, varying storability by variety and condition of the fruit, and the past 
requirements of customers. In no case did price considerations appear to have 
an appreciable effect on the time distributional pattern. Most of the people in 
the industry hoped for stable prices or gradually rising prices over the season. 
The reason they offered for this preference was that: ‘‘Falling prices demoralize 
the market. If prices are steady or rising, the string between buyer and seller 
stays taut; if prices fall, the string goes slack.” They did not feel that it was 
necessary or uniquely desirable for prices to rise by the amount of the additional 
storage costs as the season progressed.’ If a grower had moved his fruit in an 
orderly fashion at the market price until his stocks were exhausted, and without 
antagonizing his buying contacts, he considered it a successful marketing opera- 
tion. This was true regardless of price behavior. 

The most common terms of approbation for buyers were “reliable’’ or ‘“‘trust- 
worthy.” Buyers used the same terms when referring to their favorite sources 
of produce, with a similar implication, A buyer is “reliable” if he purchases from 
a seller when stocks are abundant, or when the market is “demoralized,” and 
particularly if the seller is caught with stocks of some variety after the normal 
period of marketing that variety.‘ A seller is reliable if he distributes his harvest 
in some predictable and well known manner among his established outlets when 
the crop is small. It is virtually a custom of the industry that sales are at the 
market price, though market price may vary according to variety, color, size, 


* This would be the ideal time-price pattern in a purely competitive industry. The open- 
ing price should be such that, when an inerement equal to storage costs was added to each 
auceeeding period’s price, the sum of the quantities the customers wanted was equal to the 
harvest. This would enable each farmer to make the highest profit without inflicting loss 
on someone else. Total farm income would be higher if marginal returns were equated in 
each period, but this would result in a fluetuating price pattern that would reward some 
handsomely while depriving others. 

* A demoralized market is one in which prices are expected to fall, particularly if the 
fruit is not moving out very fast or in an orderly manner and the price is relatively low. 
This may seem to involve a contradiction, but one must remember that many factors other 
than price affect the rate of sales of an item. For example, in one year when the apple market 
was demoralized, a representative of some growers stopped in several supermarkets on his 
way to an emergency meeting: “In one store I found a few shriveled winesaps back next 
to the rutabagas; in the next the flourescent lighting fixture over the apple display had a 
bad connection; others just didn’t have any apples. The chains were afraid to buy because 
everyone expected the price to fall even more.” 





COMMUNICATIONS 369 


condition, and type of pack. ‘Reliability’ may also bring a premium, but this 
is generally rationalized in terms of a physical characteristic of the fruit. One 
grower maintained that his fruit lost color when he had to call his buyers, but 
it got redder and redder when they had to call him. 

Occasionally a grower will deal primarily with one outlet, or a buyer with 
only one supply source, but this is rare. Usually a grower will sell through 
several established outlets, and a buyer will deal exclusively with several known 
growers. Thus the farmer and his buying contacts form a group, as do the buyer 
and his grower contacts. These groups are an important institutional character- 
istic of the industry, and are the major mechanism for economic adjustment. 
The grower must meet the requirements of his group as well as he can. If he has 
considerably more fruit than his contacts are interested in buying, he may have 
to sell the excess outside of the group at a discount. However, depending on the 
strength of the ties, the buyers will take some of the unwanted excess at the 
market price to insure continued good relations. The grower would attempt to 
avoid such stress by establishing new outlets before the season started if he 
anticipated difficulty in moving his crop. He would have to be careful not to 
expand his group too much, however, for then he could not meet his commit- 
ments to the buyers. If repeated, or practiced as a policy, the buyers would not 
rely on such a grower. He would become an “orphan,” and have to sell his 
produce outside estabiished channels. This would involve great uncertainty as 
to when his fruit could be moved, and the prospect of nearly always selling at 
something less than the market price. It is hard to imagine a stronger discipline 
than an “orphan’s”’ limbo. 

The buyer faces similar conditions in his group. He makes a commitment to 
“work with a grower.” Ideally, the grower would want to move his produce at 
the same rate and quantity at which the buyer needed the commodity. Generally 
some compromise is required. When crops are large, the buyer will take more 
than he wants at the market price, and try to push the product in the stores. In 
return, his growers are expected to ration their harvests among their regular 
buyers when the crop is small, and perhaps deliver an extra amount on short 
notice “again at the market price” when he is in a pinch. The rationing method 
may vary from grower to grower, but in each case it is expected to be explicit 
and followed consistently. 

These buyers and sellers not only lack influence on price; they cannot control 
quantity without endangering the group relations that are necessary for their 
economic survival. The unit of adjustment is the group, rather than price or 
quantity. The major marketing decision the buyer or seller makes concerns the 
size and composition of his respective group. This is generally decided by socio- 
logical rather than economic means at or before the start of harvesting. The 
adjustment pattern and the intensity of the group relationship will vary from 
group to group, depending upon the personalities of those involved. Some groups 
are tightly knit, with strong loyalties given and expected over many years. 
Others are loosely formed, and by mutual consent will constantly disband and 
re-emerge with a different composition. In the apple industry, some buyers and 
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sellers will form groups for marketing a specific variety; when that variety has 
been moved, the group will dissolve and a new one will be formed (often by pre- 
arrangement) to market the next variety. Whether an individual would prefer 
this system or a more permanent arrangement would depend in part on his 
personal psychology. It should be noted, however, that the same standards of 
conduct are expected in both groups. If you start working with a man on, say 
MacIntosh, you are required to continue with him until the MacIntosh apples 
have been moved. 

The seller will try to vary his group’s size in the same direction as the antici- 
pated national harvest unless his individual harvest is very small. The buyer 
will alter his group’s size inversely with the anticipated national harvest. The 
summation of these adjustments plays an important part in the establishment 
of a market price. Generally the trade tries to open the season at a price that 
will move the crop without too much adjustment (except for differences in 
variety, etc.). One gets the impression that any unpredictable or unnecessary 
change is viewed with disfavor by the members of this volatile, risky industry. 
The formation of the groups can be interpreted as an effort to minimize or elim- 
inate short-run fluctuations in income caused by a change in the other party’s 
market position. The buying members of the seller’s group are protected by the 
kinked average revenue curve he faces: the discontinuous range of the marginal 
revenue function can absorb extensive changes in packing or storage charges 
before they will alter the price the buyer will pay. Conversely, the selling mem- 
bers of the buyer’s group are protected by the kinked average cost curve facing 
the buyer. The discontinuous range of the marginal cost curve can absorb 
extensive changes in the retailing firms’ revenue functions without passing the 
impulse back to the farmer. Thus each group serves to mitigate the unpre- 
dictability that characterizes the growing and marketing of perishable products. 
The groups are bulwarks against insecurity, and the major marketing decisions 
and adjustments are made in terms of these institutions. 

Pennsylvania State University L. E. Fouraker anv W. A. Lee 


COMMUTING AND WAGE-RELATEDNESS* 


The purpose of this communication is to suggest that commuting as a basic 
feature of American life today has not been given the empirical attention it 
deserves with respect to the function it performs in interrelating the wage 
structures of local labor markets. Local labor markets may be thought of as 
consisting of a “core,” the region in which there is some concentration of popula- 
tion and commercial activity, and a surrounding “hinterland” from which 
workers actually do, or may, if they find it advantageous, commute to and from 
work. Thus a core is usually a town or city; the associated hinterland is the 
region surrounding it in which some portion of the core’s labor force lives. This 


* The author would like to express his thanks to Professors G. T. Schwenning and Harry 
D. Wolf for comments and suggestions on an early draft of this paper, and to Professor 
Clarence E. Philbrook, whose later criticisms resulted in substantial improvements in both 
organization and content. 
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hinterland may contain smaller towns or cities or it may be an area which is 
largely rural in character. 

Non-urban portions of local labor forces may serve an important function in 
interrelating the wage structures which exist in two otherwise distinct core 
areas. Thus if there is a small town lying between two cores and within com- 
muting distance of each, the workers in that town serve as a connecting link 
between the patterns of wages which exist in the two cores. For if wages “get 
out of line” in one of these, there will be a tendency for commuting workers to 
sell their services in the other; this marginal shift of workers will tend to correct 
wage discrepancies. Carrying forward this line of reasoning, the wage structure 
in core “A’”’ may be related to that of core “C” because of the fact that the 
hinterland of core “B”’ overlaps those of both ‘‘A” and “C.” 

In an attempt to get some idea as to the size of the hinterland region from 
which workers might reasonably be expected to commute, reference was made 
to the experience of the United States Employment Service. In its publication, 
Methods of Area Labor Market Analysis, the steps necessary for defining a labor 
market are outlined. Especially germane to the problem at hand is the following: 
a time of “approximately an hour or an hour and a half of commuting each 
way (equivalent to a radius of 20 to 30 miles) is usually considered to be normal 
maximum commuting range.”' The Employment Security Commission of 
North Carolina, in its labor supply surveys, typically refers to the recruiting 
area of a labor market as being twenty-five miles in radius—with this added 
stipulation: “...it must be understood that numbers of workers can and will 
be recruited from greater distances. The outer limits of this, and all recruiting 
areas, being dependent upon such factors as: wage rates, personnel policies, 
type of work, and general economic conditions in the surrounding areas.’ 


' “Methods of Area Labor Market Analysis’’ (Reports and Analysis Handbook Series 
No. 6, U. 8. Department of Labor, United States Employment Service, Reports and Analysis 
Division, April 1947), p. 6. (Mimeographed.) 

* See, for example, “Labor Supply Survey, Asheville Area, May 1952’’ (Employment 
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If twenty-five miles be accepted as a reasonable definition of the outer limits 
of hinterlands, a simple exercise with a map and a compass may be significant. 
Drawing circles of twenty-five mile radius around the 31 cities of 10,000 or 
more population in North Carolina in 1950 shows overlapping hinterland regions 
among all of them except three. In the 28 interlocking-hinterland cities and in 
their smaller hinterland urban centers (with populations in the 2,500-10,000 
range) were more than % of North Carolina’s urban labor force.’ The non- 
urban labor force, «onsisting of those workers living in cities under 2,500 popula- 
tion and in rural areas, constituted almost 50 per cent of the state’s total non- 
agricultural labor force.‘ Visual reference to the accompanying map shows that 
about one-half of North Carolina’s land area is included within the overlapping 
hinterland regions; therefore, even under the conservative assumption that this 
non-urban, non-agricultural labor was distributed evenly throughout the state, 
it is clear that a large portion of it must have been located within the interlock- 
ing hinterland region. 

The immediately interesting aspect of this exercise is, of course, the suggestion 
that the wages of most of the non-agricultural labor force of North Carolina 
would be interrelated, ever. if there were a ban on all change-of-residence (geo- 
graphic) mobility. But there would seem to be more general significance. Econ- 
omists have emphasized that the ability of relatively large employers to ‘‘con- 
trol” wages in a labor market is a function of the ability and willingness of 
workers to go elsewhere—and the impediments to “going elsewhere” have been 
discussed in detail in the literature. This map exercise suggests that modern 
population densities and communications facilities combine to diminish increas- 
ingly the problems of worker relocation; that there are many urban and non- 
urban workers who have commuting access to job opportunities in any one of 
several core areas; that there are, therefore, many opportunities for changing 
jobs from one core area to another which do not involve change of residence. 
This, as a factor making for general wage-relatedness, has largely been over- 
looked or ignored in the literature. 

The implications of commuting practices for the quantitative significance of 
monopsony as 4 social problem constitute sufficient justification for emphasis on 
the desirability of empirical work in this area. More importantly, however, there 
would seem to be the definite possibility that allowance for the fact of widespread 
commuting will necessitate, under certain circumstances, a reformulation of the 
local labor market concept. That is, it may be more relevant and useful, for 
many problems of labor market analysis, to substitute for it the concept ‘areas 
of short-run wage-relatedness.”’ 

University of North Carolina Rosert L. Buntine 





Security Commission of North Carolina, Bureau of Research and Statistics, Raleigh, 


N.C.), p. 2. (Mimeographed.) 

*U. 8. Bureau of the Census, United States Census of Population: 1960, Gen -al Charac- 
teristics, North Carolina, 1950 Population Census Report P-B 33, Preprint of ‘“olume 2, 
Part 33, Chapter B (Washington: Government Printing Office, 1952), pp. 34-35. 

* Ibid., p. 48. 





BOOK REVIEWS 


Henry George. By Charles Albro Barker. New York: Oxford University Press, 

1955. Pp. xiii, 682. $9.50. 

This is an excellent biography of a very interesting man from the date of his 
birth in Philadelphia in 1839 to his death in New York City in 1897, during his 
second campaign for the mayoralty of that city. Professor Barker has put all 
students of economic and social reform, from the time of the Civil War forward, 
in his debt, for George was almost continuously in one fight or another and 
Barker gives details of all of them. 

The wealth of detail is amazing —the influence of Progress and Poverty on 
Turner in respect to his theory of the frontier; Marx’s comment on George in a 
letter which, among other things, refers to his “repulsive presumption and 
arrogance”; Cleveland’s break with Henry Waterson; Shaw’s comment on the 
influence that George had on him and also on the way George pronounced 
necessarily; George’s conflict with the Catholic hierarchy during and after his 
first New York campaign; who was present and what was done and said at 
innumerable public meetings and private conferences in this country and in the 
British Isles; the way in which Tom Johnson maneuvered George’s entire book, 
Protection or Free Trade, into the Congressional Record; copious details as to 
George’s many and varied publishing ventures; and so on almost indefinitely. 

This is indeed the fault of the book. It tells most people more than they wish 
to know about this man who died almost sixty years ago. The book would be 
more useful if it were in smaller compass. 

The composite picture of Henry George that emerges from these pages is 
pleasing. He was a man of dependable character, of vision and imagination, of 
devotion to the common people, possessed of marked qualities of leadership, and, 
as a few of his many publishing ventures showed, not without business ability. 
Yet he had marked limitations in respect to business, as is evidenced by his being 
hard pressed for money from his earliest days to the end of his life, except for an 
occasional prosperous period. 

His passion was to render service to mankind; the thought of gain to himself, 
when he thought of it at all, was incidental to this. Even the campaign of 1897 
which occasioned his death was undertaken against the advice of his physician, 
with the feeling that his death, if that resulted, would advance his cause. In the 
field of economics, where he was wholly self-taught, Barker shows his dominant 
thought to have been opposition to monopoly. This led him to advocate the 
government ownership of natural monopolies, but in general George was a 
stout defender of laissez-faire competitive capitalism. His best known idea — 
the confiscatory taking of land rent by the governmeni—fits into the anti- 
monopoly framework. All persons, he insisted, have a right to a share of the 
earth. The taking of rent for public use was a means of restoring what had been 
lost by alienation. His vigorous espousal of world wide free trade was part of 
the pattern of thought he wove for himself. 
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George’s most important work, Progress and Poverty (1879), is distinguished 
for its analysis of only one matter, viz., the concept of wages being set by the 
return from land at the no-rent margin. From this, as is well known, John Bates 
Clark, as he himself said, got the idea of no-rent margins throughout industry, 
which he made the corner-stone of his Distribution of Weath (1899). 

Although Progress and Poverty is far from being an able treatise, its warm 
moral flavor and the sparkling quotations here and there make it delightful 
reading, and its blend of truth and error makes its reading a stimulating exercise 
for a clever group of students. 

His proof that wages are not advanced by capital (Book I) leaves much to be 
desired. And the second Book, designed to prove that poverty does not, and has 
not, come from over-population, contains a logical flaw of great proportion which 
Barker, and all of the commentators to whom he refers in respect to George’s 
anti-Malthusianism, fail to mention. That is, George argues that an increase in 
population increases average output, yet the whole of his affirmative argument is 
based on the principle of diminishing returns. 

It is also interesting that George, and apparently Barker, also, failed to see 
that the transfer of land that goes on means that a present receiver of land rent 
may have the clearest possible right to it on George’s premises, because he earned 
the money with which he purchased the land, unless a wholly unexpected rent 
increase appears after purchase. Any gain that is anticipated in the market is 
paid for by the buyer. This is, of course, the major rock on which the single tax 
movement foundered. It is interesting that George, with his keen human sym- 
pathy, did not see this injustice in his plan. 

It is also of interest that George did not see the part that the hoped-for increase 
in land value played in encouraging migration from more, into less, developed 
areas. Alvin Johnson said in the Atlantic Monthly, January 1914, which Barker 
evidently missed, that save for the hoped-for increment in land value, Kentucky 
would doubtless still be a dark and bloody ground, the Ohio forests a haunt of 
outlaws; buffaloes would still range the Louisiana Purchase, and slavery still 
be the most prominent feature of our social system. In short, the hoped-for 
rise in rent increased the output of agricultural products and thus provided 
food and textiles to the remainder of the population at less than their current 
costs. Hence, the prospective rent acted as a subsidy to the landless city dwellers 
for whom George had such marked sympathy. 

Professor Johnson also shows in this article that this same argument applies 
to the building up of cities —that dwellings are frequently constructed long before 
the income from them will cover cost, because the expected rise in land value 
serves as a partial compensation for the cost of building. George’s scheme would 
thus increase the slum condition of the cities which so horrified him and acted as 
a great spur for the development of his ideas relative to land. 

George as an economist is perhaps best characterized by a quotation used by 
Barker from Alfred Marshall: “he is by nature a poet, not a scientific thinker.” 

Tulane University H. Gorvon Haynrs 
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A Study of Saving in the United States. Volumes I and II. By Raymond W. 
Goldsmith. Princeton: Princeton University Press, 1955. Vol. I: pp. xxx, 
1138. Vol. II: pp. xxiv, 632. $30.00 for both. 

The auspices under which this study was undertaken would alone create 
high expectations of the outcome. In addition to the able author and a consider- 
able research staff, the supporting grant from the Life Insurance Association of 
America provided for an active advisory committee including a most redoubtable 
group of economists: Winfield W. Riefler as chairman, Arthur F. Burns, Simon 
Kuznets, Sumner 8. Slichter, Jacob Viner, Theodore O. Yntema, and Ralph A. 
Young. 

The result is a stupendous work. Volume I, subtitled /ntroduction; Tables of 
Annual Estimates of Saving, 1897 to 1949, consists of more than 850 pages of 
tables, preceded by the 225 pages called an Introduction. Volume II, subtitled 
Nature and Derivation of Annual Estimates of Saving, 1897 to 1949, is wholly 
devoted to explaining and discussing the basic tables. There is a third volume 
consisting of supplemental studies by Goldsmith, Dorothy Brady, and Horst 
Mendershausen. 

The myriad tables, carrying estimates of savings back to 1897, will assuredly 
constitute a mine of materials for further studies. They are mainly on a annual 
basis. Estimates are presented for each of seven saving groups: nonagricultural 
households, agriculture, unincorporated businesses, corporations, state govern- 
ments, local governments, and the Federal government. In this respect, the 
study goes beyond other studies covering extended periods. For each group 
estimates are made for numerous forms of saving, to an extent considerably 
beyond any predecessor studies —indeed, in the case of nonagricultural house- 
holds some three dozen forms are distinguished. The most extensive sets of 
estimates follow the standard social accounting concept of saving —increase in 
net worth during a period—-which underlies the study; but in many cases cor- 
responding figures are given on the basis of business-accounting definitions and 
of gross or cash-flow definitions, respectively—the latter being intended, of 
course, to serve purposes of monetary studies. The method of measurement was 
that of the “aggregative balance sheet” rather than the sample approach. Dr. 
Goldsmith’s effort to attain consistency, apart from other possible reasons, has 
resulted in differences between his estimates and those of previous work. To 
mention points of some quantitative importance, they differ ‘in basing capital 
consumption allowances on replacement rather than original cost; in a more 
consistent elimination of capital gains and losses from saving and dissaving; in the 
treatment of business expenditures on plant and equipment charged to current 
expense and of depletion in a manner parallel to the treatment of capitalized 
expenditures; in the coverage of saving through comumer durable goods; in the 
inclusion of estimates of cost of turnover of existing assets, such as commissions 
on individuals’ purchases of real estate and securities; in the allowance for 
accounting methods for cash flow accounting in the case of revenues and ex- 
penditures of federal, state, and local governments.” 
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Research workers pressing ahead with the study of saving will be thankful 
for Dr. Goldsmith’s high scholarly ideal. Being determined to break ground 
toward supplying new information on saving and its components, he does not 
hesitate to make estimates as best he can, even though sometimes on slender 
evidence. At the same time, he is not dominated by the urge merely to appear 
right; and so he aims to minimize the difficulty of critical treatment of his work 
by other scholars who may try to improve upon him. Thus, the detai! uf the 
tables and notes is sufficient to enable the reader to retrace the derivation of the 
final estimates from the basic data; and, in the second volume, he has “resisted 
the temptation ...to be satisfied with a short description couched in general 
terms,” under a conviction that a “step-by-step advance is possible only if 
every workman describes the materiabs he used, tells why he selected them, and 
explains where, how, and why he had to supplement or alter them.” 

The findings which may bear upon the question of what the behavior of saving 
bodes for the satisfactory performance of the economy are the main content of 
the “Introduction.” Although this section of the work is of great inte it does 
reflect a fact to which Dr. Goldsmith points with emphasis and wi.’ ~vident 
unhappiness: namely, that in this respect the study is a great deal short of the 
original conception. When something had to be sacrificed to budgetary necessity, 
the author and his advisors decided against slighting the most basic task, that 
of obtaining estimates. The temptation to contrary action must have been 
considerable, and the responsible persons must be applauded for their decision. 

A few random points among the findings may merely be mentioned, since no 
discussion of problems can be undertaken here. During the whole period, house- 
holds, including farms and unincorporated enterprises, saved on the aver- 
age a little more than one-eighth of their income. In peacetime periods of nearly 
full employment, the ratio was one-seventh, if consumer durables are included 
in savings; if not, the average ratio was one-twelfth. No trend is apparent in the 
personal saving ratio, and it is uncertain whether or not there is a trend in the 
corporate. In “‘normal”’ years, the national ratio is about the same as the personal 
ratio. While income is, of course, the greatest single influence on the amount of 
saving, each of three other factors had some effect: namely, previous peak income 
or consumption, holdings of liquid assets, and the ratio of actual employment to 
the normal labor force. Analysis has not been carried far as yet in this regard. 
The figures given on variability are striking: in at least half of the cases, saving 
for the year was fifty per cent higher or lower than the saving of the preceding 
year. In the cycle, variation was considerably wider than that of most other 
basic economic series. The turning points corresponded closely with those of the 
business cycle. As to who does the saving, more than four-fifths of personal 
saving is done by the one-tenth of households with the highest incomes in that 
year. This statement no doubt exaggerates the degree of personal concentration 
of saving because of changes of membership in the one-tenth. However, it is 
sufficient to give pause to an equalitarian who considers the accumulation of 
capital to be also an important desideratum. Finally, while recognizing that he 
has by no means established the point, Dr. Goldsmith feels impelled, at least 
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partially by his findings, to suggest doubt of the view that saving is a magnitude 
which adjusts in a purely passive way to investment. 
University of North Carolina Criarence E. Paiwerook 


The Works and Correspondence of David Ricardo. Edited by Piero Sraffa and M. 
H. Dobb. Vol. X. New York: Cambridge University Press, 1955, Pp. x, 424. 
$4.75. 

In this book are gathered together a biographical memoir of Ricardo written 
by his brother shortly after his death, various biographical notes by the editors, 
a Who’s Who of the Ricardo family, some very interesting notes on Ricardo’s 
business career and the government loans for which he was “contractor,” and a 
quantity of letters and journal extracts. 

It is a pity that the somewhat colorless memoir, and genealogical and business 
data precede the letters, for the ordinary reader who got no further might con- 
clude this a mere dry reference book. He would be wrong! Anyone who thinks of 
Ricardo as a pedantic dry-as-dust should read the letters to his father-in-law 
(p. 119), written when Ricardo was only thirty-one, to his brother (p. 129), and 
to the various figures in the “Cumberland affair’ (p. 143ff.). The charm and 
beauty of the man’s character shine forth compellingly even after a century and 
in print. 

The other letters and Journal excerpts are almost equally interesting. I will 
close with one anecdote related by Ricardo (p. 211). Ricardo’s cousin, Dr. Capa- 
dose, being entertained one day by Napoleon’s suite was asked who was the 
“greatest man in Europe. It was evident they all thought Napoleon” but insisted 
on asking the doctor. The doctor said “his profession led him to think that he 
was the greatest man who contributed most to the preservation of human life” 
and he gave the prize to Dr. Jenner, the discoverer of vaccination—a decision 
“not relished by the company.”’ Napoleon’s admirers, one feels sure, did not often 
receive so adroit and so devastating a rebuke. It was characteristic of Ricardo 
to relish it. 

McGill University Daviv McCorp Waricutr 


Economics and Action. By Pierre Mendés-France and Gabriel Ardant. New York: 

Columbia University Press, 1955. Pp. 222. $3.50. 

Economics and Action is a UNESCO publication, the first in a series called 
“Science and Society.” In publishing this series, UNESCO is interested in 
showing ‘‘that research carried out in the various social science fields has already 
led to important practical results.” The task of assessing the contribution which 
modern economic analysis has made to coping with vital economic problems of 
our time has been assigned to two renowned practitioners in the realm of eco- 
nomic and financial policy: the former French Premier, Pierre Mendés-France, 
and his associate in the French government, Gabriel Ardant, General Commis- 
sioner for Productivity. In joining hands in this endeavor, the two men address 
themselves not so much to the academic profession as to the educated layman. 
It is well to keep this in mind. 
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The authors approach their subject from the standpoint of welfare economics 
with the eyes of the social reformer. Their interest centers on two problems: the 
full utilization of human resources and their most efficieft allocation or use. The 
former problem is dealt with as the problem of equilibrium, the latter as the 
problem of choice. To demonstrate the interaction of economic analysis and 
policies, the authors turn to Great Britain, the country “where economic theory 
has most clearly and most completely been translated into fact.” Thus, they 
point out, the economic policy of the nineteenth centw y, characterized by 
nonintervention on the part of the state, signified, on the whole, the practical 
application of classical theory which had shown that the mechanism of prices 
tended to ensure the adaptation of supply to demand, of production to consump- 
tion, the correspondence of saving and investment, with the interest rate as 
balance wheel. In the classical model then, there was no room for explaining 
the recurrence of disequilibria and “notably the scandal of periodical unemploy- 
ment.” That explanation, the authors submit. had to await further scientific 
advances, culminating in Keynes’ General Theory, whose analytic apparatus was 
designed to show the ever present danger of underinvestment, of attaining equili- 
brium at an underemployment level. 

It is from the Keynesian analysis that the authors draw measures that should 
be taken to ensure full employment: stimulating consumption by income equali- 
zation through progressive taxation; encouraging private investment by influ- 
encing the long-term interest rate through open-market policy on the part of the 
bank of issue; and supplementing these measures, if necessary, by public invest- 
ments based on deficit spending. This, in the whole, is typically Keynesia. 
advice, neither adding to nor subtracting from the policy conclusions master- 
minded by the Great Britain. The authors, however, do not leave it at that. 
They are intent on assigning to the state a role which, they recognize, goes 
decidedly beyond Keynes: the role of centralizing all decision-making in the 
realm of investments. “It is one thing to carry out public works intended to give 
rise to an increase in aggregate demand distinctly greater than their volume; it 
is quite another to draw up a general plan of investment, that is to decide how a 
total volume of investment shall be distributed among different branches of the 
economy, and to endeavor by various measures to get this policy implemented.” 

The authors support their claim to the superiority of policies based on the 
General Theory, a8 over policies carried out in the spirit of the classical theory, 
by recording some of the unhappy experiences which, they feel, had resulted 
from reliance on the classical mechanism, and the greater success which accom- 
panied applications of the theory of employment. In the first category, they list 
Britain’s return to the gold standard after World War I; the policy of the gold- 
bloc countries after the 1929 crisis; the Bruening policy of 1931-32; and the 
Laval policy of 1935. Among the applications of the theory of employment are 
recorded British policy from 1931 to 1938; German policy from 1932 to 1938; 
the New Deal; and economic measures taken in Sweden after mid-1933. 

The Keynesian analysis sets the stage from which the authors derive policy 
conclusions not only in the event of deficient demand but also in the case of 
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excessive demand: to combat inflation. Here it is especially a modified function 
of taxation which they envisage, “which is' no longer basically designed to pro- 
cure money for the state, but to reduce incomes and, therefore, demand.”’ The 
authors discuss the measures which have been taken in various countries to 
effectively implement a policy for a balanced economy, in particular the estab- 
lishment of proper administrative organization and the assembly of aggregate 
data in an “economic budget.”’ The latter they consider “a translation into 
figures of the analysis of the employment theory” as it embodies an attempt of 
forecasting the various components of aggregate demand —private consumption, 
investment and public expenditure —with a view toward enabling the state to 
take proper action. We remind outselves at this point that in his career as 
financial expert Mendés has had many opportunities to acquaint himself with the 
national-accounts approach, more recently, in 1952, when he was appointed 
chairman of sixty-seven man commission of experts, charged with the task of 
overhauling France’s national accounting system. The present book attests to 
his technical interest in this matter. 

To balance aggregate production and consumption constitutes the problem of 
equilibrium. To ensure the best use of the resources of the community consti- 
tutes the problem of choice. Here again it is basically one particular “scientific 
advance” which, the authors suggest, should serve as guide: marginal analysis. 
This is, according to them, the contribution which marginalism is able to make 
to the problem of resource allocation. While indicating that it is expedient, in 
principle, to achieve the most efficient use of resources through the mechanism 
of free exchange, marginalism, as they see it, gives, at the same time, purpose 
and direction to economic policy (1) for resource administration under conditions 
of surpluses or scarce supplies; (2) for devising adequate forms of taxation; (3) 
for the management of public enterprises; (4) for the development of a proper 
budgetary technique; and (5) for dealing with imperfections of the exchange 
mechanism. 

Some of the policy conclusions at which the authors arrive are the result of 
their personal contact with specific supply problems which have been confronting 
the French economy, such as surpluses in wine and tobacco. Here their advice 
is to balance supply and demand by fixing official prices close to the level of 
prices the commodities would naturally fetch. Other policy recommendations 
reflect their special concern with matters of industrial productivity, tax compli- 
ance and public accountancy. In the tax field, exploratory work of the “‘pro- 
ductivity and fiscality’”’ commission led to the proclamation of the principle of 
fiscal neutrality as conducive to increasing productivity, best preserving indi- 
vidual freedom of choice, and reducing fiscal fraud. To this principle the authors 
subscribe by condemning taxes that are likely to upset the price mechanism and 
favoring those that are neutral in their effect on the price system. In their search 
for optimum resource allocation, the authors are particularly concerned with the 
efficient operation of the public economy : the administration of public enterprises 
as well as public expenditure through the budget. It is here in particular that they 
suggest the use of techniques derived from marginal analysis. What it amounts 
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to is to solve the problem of choice in the public sector by the same method which, 
according to marginalism, consumers and producers use in the free market of 
equalizing marginal utilities marginal costs. In the domain of public enterprises, 
this implies the taking of steps “to ensure that the financial accounts of these 
enterprises reflect the degree of efficiency of their management as closely as 
possible.” For the development of a proper budgetary technique it means the 
attempt of establishing the cost of every service as well as assessing its utility. 
The authors describe the initial steps which France has taken in this direction. 
In analyzing imperfections of the exchange mechanism, the authors suggest 
various forms of remedial action, some of which clearly point into opposite 
directions: measures, on the one hand, calculated to restore the conditions of 
normal competition; measures, on the other hand, of a strongly interventionist 
nature. 

To antitrust legislation they subscribe with a measure of reservation, pointing 
out that “if agreements enable the cost price to be lowered, it is not impossible that 
the selling price may in the long run be lower than it would be in a competitive 
system.” This recognition, they submit, “has led, not unnaturally, to legislation 
which attempts to discriminate between the various types of agreements, not 
condemning all outright, but, on the contrary, even encouraging certain types— 
subject to control.” Their main critique of the shortcomings of the competitive 
system centers, however, on the field of investments. Since, according to them, 
the investments most useful to the community are not the most profitable to the 
investor; since, moreover, investments which are in fact profitable may not 
appear so to the investor, the authors wonder whether state intervention should 
not concentrate mainly on the field of investments, which implies that a dis- 
tinction is to be drawn “between the usual management of enterprises, which 
gains from being as free as possible; and the administration of investments, 
which requires guidance, supervision and support from the state.”’ 

A fair appraisal of the book is not an easy task. As can be seen, it covers a 
great variety of topics which are dealt with in a thought-provoking manner. 
There is no denying that in many details it has much to offer, especially to the 
layman. It is written in the handwriting of the statesman, the economic and 
financial expert and social reformer who takes an over-all view of the economy. 
What stands in great doubt is the question as to whether the policy conclusions 
at which the authors arrive are really altogether the outgrowth of scientific 
advances in the field of economic analysis or whether they are not essentially 
the result of a preconception of a philosophy of government which is grounded in 
a social vision rather than in scientific analysis. True, the authors lean heavily on 
the analytic apparatus of Keynes. However, as is generally recognized today, it 
in turn cannot be accepted as the General Theory which its author proclaimed, 
but as the brilliant diagnosis of a unique historical situation, certainly not 
free from what Schumpeter has called the Ricardian Vice; namely, ‘‘the habit of 
piling a heavy load of practical conclusions upon a tenuous groundwork, which 
was unequal to it yet seemed in its simplicity not only attractive but also con- 
vineing.”” Apart from that, the authors actually transgress the circle of the 
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Keynesian analysis, and thereby every theoretical reasoning, by depriving the 
entrepreneur of that function which, in the Keynesian schema, is still the char- 
acteristic entrepreneurial function within the capitalist system: decision-making 
ing in the realm of investments. That function holds even a safer place in neoclas- 
sical welfare economics, that is, in the marginalist analysis. To believe in the 
efficiency of free choice for resource allocation, as the authors do, implies the 
necessity of allowing consumers’ choices to exert their influence on the invest- 
ment policy of the entrepreneur. To separate the investment function from 
private decision-making, renders the principle of resource allocation through the 
market mechanism meaningless. Here again, policy conclusions are not grounded 
in the theoretical schema from which they claim to derive. Moreover, by putting 
almost exclusive reliance on Keynesianism and Marginalism, important aspects 
of economic analysis and, thereby, of economic policy are lost sight of. Marginal- 
ism is static; Keynesianism stagnationist in outlook. Might it not have been a 
challenging task for the dynamic personality of the former French Premier to 
give recognition to the dynamic entrepreneurial function of propelling the capital- 
ist engine; to the theory of economic development and a policy of economic 
growth? 
Guilford College J. Curr Vicrorius 


Economic History of the United States. By Howard R. Smith. New York: Ronald 

Press Company, 1955. Pp. vii, 763. $6.00. 

The central purposes of the book, according to the author, are: (1) to help 
“the student acquire a better understanding of economic relationships as such 
and a greater facility for thinking in economic terms”; (2) to enable “the student 
to see the economic basis for and the economic consequences of the more sig- 
nificant events in his country’s history ...in particular... how the economic 
world with which he is familiar came into being”; and (3) to present economic 
history as “an excellent background against which to view what might appro- 
priately be called ‘the historical process.’ ’”’ The treatment is chronological rather 
than topical, and the author lays heavy stress on this methodological departure 
from orthodoxy as being particularly effective in the attainment of the third aim; 
although, quite obviously, he views such an approach as equally desirable for 
other purposes. The full meaningfulness of events and relationships, he main- 
tains, is lost in the topical presentation. 

These are laudable aims which impose a herculean task upon the author, 
particularly, as he begins his study with the century of the crusades. Such a 
beginning seems to promise a broad treatment of the subject matter in terms of 
the dynamics of western capitalism; but such a scheme of development is not 
too consistently carried out in the main body of the text. Attention is confined 
largely to the American scene. There is great need among Americans today for a 
fuller understanding of our country’s role in the evolution of western capitalist 
society. 

Much emphasis is placed upon conflicts of interest as a determining force in 
American history, not in the Marxist sense of conflict solely between labor and 
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capital, but rather as among numerous major groups variously conditioned and 
separated by economic, political, sociological, and geographic factors and inter- 
ests. Chapter titles suggest greater emphasis upon this theme than is borne 
out actually in the text. Nevertheless, the element of conflict seems to be some- 
what overemphasized as compared with such dynamic economic factors as 
technology, expanding organization and markets, capita! formation, popwation 
growth, and changing consumption patterns. 

Generally speaking, the author’s departures from tradition are welcome. The 
portrayal of the intricate relationships between economic and other aspects of 
history is a most useful one. 

University of North Carolina Mitton 8. Heatu 


Marginal-Cost Price-Output Control. By Burnham Putnam Beckwith. New York: 

Columbia University Press, 1955. Pp. viii, 283. $5.75. 

This is the first book-length treatise on what has been commonly termed 
marginal-cost pricing, which Beckwith renames marginal-cost price-output 
control, The first part of the book is devoted to a critical history of the develop- 
ment of the theory; the latter portion of the book contains Beckwith’s restate- 
ment of the theory. In the introduction which precedes these two sections, the 
author briefly states the subject and structure of the book, outlines his general 
approach, defines some of his terms, and makes a plea for a prescriptive rather 
than a merely descriptive price theory. 

Part One, the “critical history” of the theory, covers the period from 1885 
through 1950, with particular emphasis upon the period since 1936, and it 
includes some mention of the work of about 50 writers. Selection is perhaps 
understandably slanted toward those who have developed the theory rather than 
those who have criticized it; and except for the first chapter in the section, the 
the survey is restricted to English-language works. Part One also contains much 
critical analysis, most of it anticipatory of the author’s subsequent restatement 
of the theory. 

Part One begins with a sketch of the first foreshadowings, 1885-1923, labeling 
Pareto’s anticipation of the , ‘ory as vague and superficial, and stressing the 
contribution of J. M. Clark. The next chapter deals with Marshall’s tax-subsidy 
proposal, which Beckwith deems more relevant to “ideal investment” than to 
“ideal price.”” He does acknowledge that the proposal launched a very useful 
continuing discussion, during which Robertson, Joan Robinson, and others 
anticipated certain later theoretical developments. The author then turns to 
the first socialist statements of the theory, during the 1933-1939 period, attribut- 
ing to Meade and Lerner the major roles but criticizing them on grounds later 
to be reflected in his own restatement. The following chapter covers the applica- 
tion of the theory to railroad and public utility rate theory, 1938-1947, and 
Beckwith concludes that despite the fine early work of Hotelling and Mont- 
gomery, the marginal-cost approach has been accepted by only a handful in 
these fields and has not been effectively applied. In the concluding chapter of 
Part One, the author surveys the status of marginal-cost price-output theory 
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as a general price-output theory, and he concludes that, as of 1950, the new 
theory had been accepted by most English-speaking, non-Marxist socialist 
economists but not by most capitalist economists. 

Part Two contains Beckwith’s restatement of the theory. In the first chapter 
of this section, he expounds the “pure theory of marginal-cost price-output 
control.”” He narrows the analysis to the short-run and to existing fixed capital, 
and he makes a sharp and insistent distinction between “ideal price’’ and “ideal 
investment,” applying marginal-cost analysis only to the former. This key 
chapter contains a capsule statement of the theory (presupposing a good deal of 
prior knowledge of its essence and of its place in welfare theory), which is followed 
by a listing and description of nine “very significant corollaries’ of the basic 
principle. In the next chapter, Beckwith briefly sketches a “theory” of optimum 
investment in fixed capital, essentially a comparison of total costs with total 
revenue over the life of the investment. He insists that it is optimum investment, 
rather than optimum pricing, which results in large continuing deficits. Con- 
cluding chapters in this section encompass methods of financing “ideal deficits”’ ; 
the application of marginal-cost price-output theory to a number of particular 
cases; and the general economic effects of applying this approach (climaxed by 
Beckwith’s assertion that general application of the principle would increase 
real national income by 10 to 20 per cent, in addition to normal secular growth). 
The book ends with a bibliography, consisting in large part of items discussed 
in the text, and with a designation as to importance (which is primarily of interest 
as a further reflection of the author’s views). 

This is an interesting, provocative book, containing some ingenious ideas. It is 
written by an avowed protagonist of the theory, which contributes both to the 
vigor and clarity of the work and to its limitations. The historical treatment may 
be employed a bit too much to lead into the author’s own restatement, and the 
critical analysis in this section does have a noticeable argumentative tone. 
Beckwith’s restatement may assume too much knowledge of the simple core of 
the theory, moving abruptly to modifications and corollaries. The implications 
and probable usefulness of the author’s emphatic and well-made distinction 
between optimum investment and optimum pricing need at least further demon- 
stration. The claimed beneficial effects of general application of marginal-cost 
price-output control are hastily sketched rather than carefully worked out. 
Nevertheless, as the most massive and thorough-going analysis of this approach 
now available, this book should be a very useful addition to the literature. 

North Carolina State College C, Appison HickMAN 


Aggregate Economic Analysis. By Joseph P. McKenna. New York: The Dryden 

Press, 1955. Pp. xii, 244. $4.00. 

The author of this text has moved in two directions, which should assure its 
wide acceptance. First, he has reduced the algebra of the economics of resource 
employment to the simplest possible terms; the average undergraduate should 
encounter no discouraging difficulties in mastering the elementary methods of 
aggregate analysis. Second, he seeks to serve the purpose of bridging the some- 
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times great intellectual gap between a principles text and the journals; he achieves 
this goal admirably. 

Since this book is largely devoted to the exploring of a kit of tools, in using it in 
a course on macroeconomics, many instructors may find that it should be pref- 
aced by a more complete examination of the concepts of, the statistics of, and 
the accounting for national income than what is afforded. There are chapters 
on GNP components but these are restricted to the barest elements. Furthermore, 
additional instruction in the nature of economic fluctuations may also be found 
desirable. 

Naturally, the author does not confine himself exclusively to tools. He does 
treat briefly but pointedly the nature of the investment process, the role of 
innovation, economic growth and stagnation, the Pigou effect, technological 
unemployment, and the “uneasy triangle” of wages, prices, and employment. 
Several of these topics are analyzed most aptly by means of the method of group 
graphs which Lange developed nearly two decades ago but which has been until 
recently neglected. 

There must, of course, be areas of disagreement in such a book as this. Al- 
though it especially enfolds how far macroeconomic methods have evolved, 
important caveats are not made explicit enough. Its mathematical attainments 
tend to obscure the real content of economic behavior. Thus, the author neglects 
to emphasize sufficiently that linearity of his equations is one possible assumption 
but not the only assumption. The propensity to consume function is cloaked 
with short-run stability that it could not conceivably possess. The attempt to 
resolve this deficiency by a brief review of the variability in purchases of con- 
sumer durable goods is not adequate. Perforce the student is not duly warned 
about the shortcomings of the tools he is being taught to use. 

Today’s macroeconomist, even as advanced as he is, could learn much about 
the limitations of theory from study of the writings of such microeconomists as 
Marshall, Knight, and Stackleberg. Rigorousness is still an essential ingredient 
of good theory. 

Emory University Ernst W. Swanson 


Input-Output Analysis: An Appraisal. By the Conference on Research in Income 
and Wealth. A Report of the National Bureau of Economic Research. Prince- 
ton, N. J.: Princeton University Press, 1955. Pp. x, 371, $7.50. 

This volume is an outgrowth of the Conference on Research in Income and 
Wealth held in October, 1952 and sponsored by the National Bureau of Eco- 
nomics. It is composed of seven papers devoted mainly to the general problems 
and the evaluation of methods and results of input-output analysis, together 
with the comments of participants which were given at the conference. Also 
included is a paper on an input-output analysis of the Puerto Rican economy. 

Since the volume is a record of conference proceedings, it has little continuity 
in its presentation. One’s ability to follow the papers presented in this publication 
depends upon his acquaintance with a large body of knowledge previously 
developed in the input-output field and often referred to in the various papers. 
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It does not seem inappropriate to describe the conference as a controversy 
between the devotees and opponents of input-output analysis. The affirmative 
side was composed in the main part of Wassily Leontief, W. Duane Evans, and 
Marvin Hoffenberg. Carl F. Christ and a host of others composed the negative 
side. 

Leontief suggests “. .. that the economic system can be adequately described 
and its operation satisfactorily explained only in terms of a conceptual scheme 
involving a very large and statistically irreducible number of operationally 
distinct but mutually dependent variables” (p. 12). Once this conceptual frame- 
work has been formulated, the next step in economic analysis and prediction 
awaits only the collection and organization of the necessary factual data. Leon- 
tief’s statement that ‘The success or failure of the whole enterprise will depend 
more immediately on our ability to master the formidable fact-finding task that 
it involves” suggests that he has developed the conceptual framework (p. 13). 

Much of the criticism of input-output analysis can be summed up in Christ's 
statement that ‘“The theoretical appraisal cannot be conclusive by itself because 
the question is one of usefulness in the real world, and the empirical appraisal 
cannot be conclusive until more evidence is known’”’ (p. 168). 

For Alexander Henderson and others, the assumption on the part of the input- 
output analyst that “... variables can be forecast without explicit reference to 
prices”’ can be removed “‘. . . only at the cost of making input-output a particular 
way of stating a general, and relatively empty, theory of production” (p. 22). To 
others, time and costs, when compared with usefulness, makes the present 
state of input-output analysis of doubtful value. 

It is questionable that the marginal utility derived from this book at $7.50 
will permit many economists to add it to their libraries. 

Louisiana Polytechnic Institute Kennetu R. Gruss 


The Determination of Production: An Introduction to the Study of Economizing 
Activity. By Burgess Cameron. New York: Cambridge University Press, 
1954. Pp. xv, 100. $3.75. 

The object of this little book is to outline “the way in which production and 
prices are determined in the modern nations of the western world.”’ The method 
is essentially that of successive approximations. The analysis proceeds by 
consideration of models of the economic system which grow in complexity as the 
argument advances. 

As a prologue to the analysis of a particular model, the author outlines the 
underlying theory. Then, each functional relationship to be employed is dis- 
cussed in some detail. In the models proper the functional relations, such as the 
production functions for the several goods, are specified by hypothetical equa- 
tions of a given form, linear, quadratic or otherwise. Furthermore, the param- 
eters in each equation are represented by actual numbers. The purpose of this 
is to facilitate an illustrative numerical solution of the equations in question. 
Finally, the answers provided by the model in the form of prices, quantities and 
money values are recorded in a little table. 
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On the whole, the book is very well worked out. It proceeds from the simple to 
the complex. Pains are taken to explain the character of the relationships to be 
used in the models. Except for frequent numerical calculations the argument is 
lucid and easy to follow. Furthermore, the analysis is greatly simplified by the 
concreteness of the models. Finally, the numerical calculations appear to have 
been very carefully made. 

On the theoretical side, the arguments are well formulated, except for one 
slip in the theory of consumption. On p. 33 the author states, “the marginal rate 
of substitution of y for x diminishes as the intake of x increases, all other intakes 
remaining unchanged.”’ It is clear from the footnote that the author includes y 
under the other intakes which remain unchanged. It can be shown that this 
assumption amounts to saying that purchases of x increase with income when 
all goods but y are held constant. Since the author applies the same argument to 
y, he is assuming that both goods exhibit this property when all other goods are 
constant. The author’s conditions are sufficient but not necessary for the attain- 
ment of maximum satisfaction by a consumer with a limited budget. 

Let us consider for a space the object of the essay. At several points the author 
expresses the belief that his simple models mirror accurately the workings of an 
actual economic system. Since the author is quite Keynesian in orientation, this 
attitude is natural. After all, the basic Keynesian system consists of but five 
equations. Still, Keynes surrounded these equations with so many qualifications 
that we knew almost anything could happen under favoring conditions. How- 
ever, when such a system of equations is reduced to a specific form with given 
parameters, as in this text, the results follow directly and inevitably from the 
initial information. How does this stark simplicity affect the usefulness of the 
models? 

On the one hand there can be no question that it is illuminating to ring the 
changes on these simple models, because basic issues are encountered at every 
turn. On the other, it is impossible to regard these models as a representation of 
our many-sided society by reason of their rigidity. If a reader of this book should 
become convinced “that the world is in essence as here presented” (p. ix), taking 
this to mean the mathematical models, I believe he would have been done a dis- 
service. 

University of Alabama Joun 8. Henperson 


Economic Fluctuations. By Maurice W. Lee. Homewood, Ill.: Richard D. 

Irwin, 1955. Pp. xviii, 633. $6.00. 

This is a comprehensive work designed as a text for economics majors and 
business administration majors: both groups should profit from it greatly. 

After a clear introduction which will be helpful to students, there follows what 
is perhaps the least satisfactory part of a good book (Chapter 2), in which the 
author, relying upon Mitchell’s definition of cycles and Dr. Geoffrey H. Moore’s 
diffusion index (valuable as this is of course for some purposes), follows in general 
the path of nearly NBER work, without making plain that some fluctuations 
are of much greater significance than others. What might be called an orthodox 
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treatment of cycles of different lengths (with suitable skepticism towards Kon- 
dratieff’s) and of seasonal fluctuations is followed by a penetrating chapter on 
secular trends to complete the examination of the nature of economic fluctuations 
(Part II). 

Part III (five chapters) is devoted to the history of American fluctuations, 
and a valuable section of the work it is, with a wealth of statistical backing and 
heavy emphasis upon what some authorities like to call ‘extraneous factors’: 
the changing nature of economic fluctuations emerges clearly. It may be con- 
sidered that a rather uncritical use is made of Colonel Leonard P. Ayres’ general 
business chart, which is reproduced in sections as far as 1873. 

A brief fourth Part, expounding the national accounts and showing very well 
their uses for this study, is followed by a history of cycle theory (Part V) in which 
the author’s method is to deal briefly with a large number of contributors, a 
method which may be thought the most useful one for students at this stage. 
In its tone, Part V, stretching from Adam Smith to Harrod and Hicks, and with 
a careful treatment of Keynes, is as happy a blend of sympathetic appreciation 
and critical insight as is likely to be found for a long time. 

Turning to economic stabilization, Dr. Lee begins optimistically: ‘“The target 
for stabilization is that level which will provide continuous efficient employment 
of all the factors of production” (p. 426); but he modifies this at once with a 
helpful “moving stabilization band” (p. 427), and goes on to enunciate clearly 
three principles of stabilization, which pay regard also to free markets and 
international effects. Few will quarrel with his principles. Forthrightly: “our 
entire experience in this country has shown no real use of fiscal policy for stabili- 
zation purposes”’ (p. 450), but a need for fiscal policy is seen when great fluctua- 
tions threaten. Realizing the limitations of monetary policy, Dr. Lee lays never- 
theless great emphasis upon it, partly because he has lurking doubts about the 
political feasibility of fiscal measures. Judging fiscal policy and monetary policy 
sensibly together he has harder words to say than most observers have about the 
use of these general policies up to 1951. (It is to be inferred that he hoisted the 
Stars-and-Stripes when the famous Accord was reached in that year.) The other 
reason for his emphasis on monetary control is his dislike of direct controls as a 
weapon against inflation; but he considers that these are necessary in extreme 
cases after fiscal and monetary policies have been put into operation to the utmost 
degree. Farm support prices, the FDIC, etc., and unemployment benefit are 
classified as direct controls affecting underemployment, and Dr. Lee has no 
fault to find with these. His view of stabilization commits him to anticipatory 
policies: perhaps he expects too much in this sense from monetary and fiscal 
policies in the near future. 

A single chapter (Part VII) deals with economic forecasting from the point 
of view of the community. Like other authorities, the author is an eclectic in 
this matter, distrustful of mechanistic techniques. The book ends with a brief 
and valuable study (Part VIII) of stabilization from an international point of 
view; and here again Dr. Lee makes use of the lessons of history, a habit which 
many specialists may consider the most important merit of an able work. 
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This book is easy to read, adequately but not excessively footnoted, and is 
supplied abundantly with charts and tables. The summaries will be very useful 
to students. No doubt as the result of an oversight, there is no list of tables. The 
chart on p. 117 should be on p. 122. In the modern manner the chapters are 
sprinkled liberally with sectional headings. There are indexes of names and 
subjects; also review questions. 

Oglethorpe University W. A. L. CouLsorn 


Business Concentration and Price Policy. A Conference of the Universities- 
National Bureau Committee for Economic Research. Princeton, N. J.: 
Princeton University Press, 1955. Pp. x, 514. $9.00. 

In 1952 the Universities-National Bureau Committee for-Economic Research 
sponsored a three day conference at Princeton University concerned with in- 
dustrial price policy and market structure. The volume under review consists of 
the twelve papers presented at this conference and the prepared formal com- 
ments on these papers. 

The experts brought together for the conference have done an outstanding job. 
While it is inevitably true that the papers are not all on a par of excellence, 
even the least distinguished are thought provoking; and, as a matter of fact, the 
major value of these printed papers may be as a stimulus to thought and discus- 
sion in the field. Certainly, as the authors for the most part indicate, definite 
answers to the questions raised are impossible. 

For the average reader, the value of the volume is enhanced by the fact that 
most of the authors have followed the same pattern of organization in their 
essays. Generally speaking, these essays fulfill a threefold purpose. In the first 
place, they are in the nature of a progress report on the state of accumulated 
research and thinking in many of the areas of industrial organization and control. 
At least eight of the papers begin with a review of the literature, and most of the 
others remark on prior achievements in the course of the argument. Secondly, 
many of these papers make significant, if not earth shaking, contributions to our 
knowledge of concentration, integration, and price policies. True to the National 
Bureau tradition, the authors have, in most cases, stayed away from the purely 
theoretical and placed emphasis on verification of their own or the hypotheses of 
others. Finally, this volume makes a contribution as a prospectus for further 
research. Many specific suggestions are made for interesting follow-up studies. 

It is virtually impossible to give the individual flavor of these papers, but a 
sentence or two on each contribution may entice a prospective reader. Professor 
Stigler has contributed an introduction to the volume which devotes at least a 
paragraph to each contribution, along with some of Stigler’s own asides and 
comments. The paper by M. R. Conklin and H. T. Goldstein on “Census Prin- 
ciples of Industry and Product Classification, Manufacturing Industries” is 
useful as a caveat to both the consumers and producers of statistical evidence on 
concentration. Following this paper are a series of papers by Gideon Rosen- 
bluth, Tibor Scitovsky, and John Perry Miller on the concentration question. 
Each places emphasis on a different aspect of the study. Rosenbluth presents a 
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statistical paper describing and criticizing a variety of indices of concentration 
and concludes that, ‘‘we can learn what is a useful concentration index only in 
the process of learning more about the determents of business policy and market 
results ...we require more tests of carefully formulated hypotheses regarding 
the joint effects of a number of variables’ (p. 95). The Scitovsky paper is con- 
cerned with classifying the effects of concentration and concludes with some 
sketchy observations on the validity of various theoretical measures of concen- 
tration. John Perry Miller discusses the latter in detail in ‘Measure of Monopoly 
Power and Concentration: Their Economic Significance.” 

A series of articles on miscellaneous topics follows. Jesse Markham stirs the 
smouldering coals of debate again in his “‘Survey of the Evidence and Findings 
on Mergers” in which he reaches the fourfold conclusion that merger activity 
has not in most cases been motivated by a desire for monopolization, but has 
been stimulated by the prospect of promotional profits, the result of “ordinary 
business transactions among enterprises,” or as an adaptation to major innova- 
tions. Caleb Smith’s “Survey of the Empirical Evidence on Economics of Scale’’ 
is disappointing, but this may be due to the difficulties of the topic. John Lintner 
and J. Keith Butters discuss the “Effects of Taxes on Concentration,” conclud- 
ing “that the tax structure in recent years has tended to increase the levels of 
concentration with the corporate sector of the economy and among all business 
firms, but that these tax effects have been of relatively moderate proportions”’ 
(p. 274). M. A. Adelman has contributed a paper on the “Concept and Statistical 
Measurement of Verticle Integration,”’ and Corwin Edwards an interesting dis- 
cussion of “Conglomerate Bigness as a Source of Power.” 

The three final contributions are directed at price policy. Richard B. Hefle- 
bower explores the full-cost and related theories of price change. Fritz Machlup 
has provided a novel, but perhaps not too useful, classification of types of price 
discrimination. In the mind of the reviewer, the final contribution is the most 
interesting. In this paper on “The Nature of Price Flexibility and the Deter- 
ments of Relative Price Changes in the Economy,” Richard Ruggles compares 
changes in indices of direct costs with changes in price indices for various eco- 
nomic sectors during the 1929-1931 period. These comparisons lead to the con- 
clusion that the degree of price flexibility depends upon factors other than indus- 
trial concentration, thus reinforcing some of the conclusions of an earlier study 
by Dr. Alfred Neal. While on a priori grounds this conclusion may be difficult to 
accept, it is backed by much convincing statistical material. 

The volume is highly recommended to all specialists in the field. 

University of Tennessee Joun R. Moore 


The Political Economy of American Foreign Policy: Its Concepts, Strategy, and 
Limits. Report of a Study Group Sponsored by The Woodrow Wilson Foun- 
dation and The National Planning Association. New York: Henry Holt and 
Co., 1955. Pp. xv, 414. $6.00. 

In the introduction to this work the authors point out that the nations of the 

West are confronted with three fundamental challenges. These are: first, the 
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challenge of communist imperialism; second, the problems of the underdeveloped 
regions; and third, the internal problems of the western nations themselves. It 
is toward the meeting of these “challenges” that the study group has addressed 
itself in the work here reviewed. The position is taken at the outset that the 
present attempts to apply the foreign policies and theories of the Nineteenth 
Century to the problems of the Mid-Twentieth Century will be futile in the light 
‘of the changed conditions which are described and discussed in some detail in 
succeeding chapters. 

The book is divided into two general sections, the first of which is called the 
diagnosis and the second, the prescription. In part, the authors trace the past 
developments and present conditions in Western Europe and Japan, and in the 
underdeveloped countries of Asia, Africa and Latin America. The United States 
and Canada are treated along with the Western-European Countries and Japan. 
Specific analyses are made of the problems, both external and internal, of the 
United Kingdom, France, West Germany, Italy and Japan. This discussion in- 
cludes such more or less familiar economic problems of an external nature as the 
dependence on foreign trade and need for expanded export markets and sources 
of imports at more favorable terms of trade, the dollar problem and others more 
or leas common to all of these countries. The problems of an internal nature are 
equally important and vary from country to country, according to the nature of 
the economic, political, and social institutions and conditions in each. Such 
things as obstacles to industrial and business expansion, political unrest, increas- 
ing claims of various social groups, etc., are discussed in this connection. 

In the section devoted to the underdeveloped countries, the authors point out 
that development in these areas must necessarily be a slow process and they feel 
that inadequate consideration has been given to the factors other than economic. 
In their words, “social, political, and ideological changes must also occur which 
can induce imports of foreign capital and greater receptiveness to technological 
innovation.” Excessive nationalism, attitudes toward economic institutions and 
methods, weak and inexperienced governments, and the ever-present threats of 
subversion are some of the obstacles mentioned. Also, pressure of population is 
an ever-present factor. The study group suggests that the solutions to the prob- 
lems of underdeveloped countries lie mainly in their own hands, but that Western 
help can be decisive at strategic points. 

An adequate solution to a better world order depends largely, according to the 
authors, upon a greater economic unification within large and “reasonably” 
homogenous areas, such as the Western Community and the Southeast Asiatic 
Countries and Latin America. They suggest the necessity for further steps toward 
supranational control, which entails the difficult process of breaking down some 
areas of national sovereignty in otder to achieve the greater good of the whole. 
United States foreign policy should be directed toward assisting and promoting 
this development among these large groups. The authors realize fully the diffi- 
culties involved, but point out that steps in this direction have already been taken 
since World War II, which would probably have seemed almost incredible not 
so long ago. The study group recommends that the United States continue, on 
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an expanding scale, the active cooperation and leadership already begun, even 
though this must be largely on a unilateral basis, at least as far as the short-run 
material benefits are concerned. For example, the authors beiieve that we should 
continue to lower our tariff without expecting similar concessions in return. For 
statesmanship of this sort to be possible, it will be necessary to achieve a new 
attitude and spirit regarding the “American Mission” which transcends short- 
run considerations of national self interest. 

The book is scholarly, though largely non-technical. It is remarkably well 
integrated, considering the number of authors. One of the most noteworthy 
features is the manner in which social, political and psychological considerations 
are effectively combined with economic factors. It provides a fresh approach to 
our international problems and deserves a wide circulation. 

University of Arkansas Georce E. Hunspercer 


Principles of Inland Transportation. By Stuart Daggett. New York: Harper and 

Brothers, 1955. 4th ed. Pp. xx, 788. $6.00. 

This final edition of his Principles is a fitting climax to the late Professor 
Daggett’s distinguished career. Earlier versions of this work are so well known 
to students of transportation economics that a reviewer's task is simplified. It is 
necessary only to point out differences between this edition and the preceding 
one (reviewed in the April 1941 issue of this Journal by Frank L. Barton). These 
differences are many—so numerous, in fact, that this might justifiably be called 
a new book—and generally are improvements. 

Most important, perhaps, this text now is far more teachable to beginners than 
were previous editions. The over-all length has been reduced by more than one 
hundred pages, and readability has been improved by better intra-chapter or- 
ganization, without sacrifice of any essential material. Actually, despite a seem- 
ing condensation, much worthwhile new material has been introduced. This has 
been accomplished mainly by the extensive use of explanatory and analytical 
footnotes of interest to the specialist or advanced student, but which may be 
by-passed by others without great loss. In several chapters, these meaty foot- 
notes contain as many words as the text itself. Also, eleven end-of-chapter appen- 
dices on such specialized topics as “Refrigerator Car Technique,” ‘Transit 
Rates,”” “Agglomeration,” and “Separation of Air-Mail Payments and Air 
Subsidies”’ are used. Statistics and references to the current literature are as 
up-to-date as is possible in a major treatise of this nature, extending into 1953 
in some instances. 

Major organizational changes include separation of ‘Classification Practice’’ 
and “Freight Tariffs’ into two chapters, the combination of two chapters on 
“Coordination” into one, and the omission of the two chapters dealing with 
“Labor” and “Finance.” The section on “Problems and Practices of Regulation” 
has been changed most of all, with an expansion from seven to nine chapters, 
considerable condensation of historical and descriptive material, and more em- 
phasis on theoretical and policy aspects of regulation. A penetrating chapter on 
“Public Aid” has been added. 
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Professor Daggett's mature concluding reflections should be of interest to all 
transportation students. Among other things, he feels that our declared National 
Transportation Policy consists “... merely of broad assertions combined with 
qualifying words or phrases so as to yield, with respect to every problem, an 
indeterminate result” (p. 771). He regrets that exaggerated claims of special 
techniques have “. . . led to a considerable transfer of attention from the needs 
of the users of transportation to the needs of the transportation itself” (p. 771). 
Railroads, he says, are the only form of transport not benefiting from promo- 
tional activities of the federal government (pp. 775-776) and are the only form 
collecting charges from customers sufficient to cover the cost of the facilities used 
(p. 772); this, he fears, may eventually force the government to take over rail- 
roads. Further, the Interstate Commerce Commission, the only agency “. . . 
which has seriously attempted to discover and to apply broad principles in the 
regulation of transportation” (p. 776) in his opinion has lost much of its effec- 
tiveness because of increased tasks, reduced appropriations, exempted competi- 
tion, and the Commission’s entry into the area of managerial control. 

This reviewer feels safe in prophesying that this work will remain a standard 
text and definitive treatise for several years. 

Texas Technological College Roy J. Sampson 


Income in Kentucky. By John L. Johnson. Lexington, Ky.: University of Ken- 
tucky Press, 1955. Pp. xxii, 310. $4.50. 

This monographic study treats Kentucky’s income by type of payment, by 
industrial source, by county, and by size. It is primarily concerned with the in- 
come of one year, 1950; however, county income estimates are presented for 1939, 
1947, and 1950-52 by year. It will be most valuable to Kentucky’s state and local 
officials who are intimately concerned with Kentucky’s economy. It also con- 
tains much of interest to firms marketing their products in Kentucky, buying 
from Kentucky suppliers, or competing with Kentucky producers. The economist 
interested in general, rather than local, problems will find in the volume some 
opportunity to see whether relationships ferreted out from national data also 
hold within one particular state, Kentucky. In this respect the Kentucky study 
suffers from its uniqueness; it will become more valuable if and when the incomes 
of other states are subjected to similar analyses. 

Local data sources are tapped to introduce refinements not possible in the na- 
tional estimates by state. Unpublished tabulations of state unemployment insur- 
ance tax data provide much more industrial detail and permit an allocation of 
the wages and salaries component to the counties. Published and unpublished 
state income tax data supplement the Census income distributions in many 
important respects. In dealing with the “situs problem,” the problem of deter- 
mining where people live and receive income as opposed to where they work and 
produce income, it was possible to interview a sample of firms. Unfortunately, 
these local sources are tapped mainly for the purpose of allocating the state 
totals, as estimated by the Department of Commerce, among the counties rather 
than for building up a set of independent estimates which would provide an 
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independent check on the Commerceestimates. Only in one case are the Commerce 
estimates tampered with—the net amount earned by Kentucky residents in Ohio 
and Indiana, an estimated $70.4 million, is added to the Commerce totals. 

Kentucky is one of the low per capita income states. Prior to 1944, its per 
capita income was less than 60 per cent and during 1944-52 it was only 60-70 
per cent of the national average. For 1950, Johnson sets himself the task of finding 
out where the differences arise between Kentucky’s $917 and the national per 
capita income of $1,439. For non-agricultural proprietors’ property, and transfer 
incomes, which make up about a third of the difference, he is content to present 
the gross differences between the Commerce estimates for the United States and 
Kentucky. For the other two thirds of the differences, those arising in wages and 
salaries and in agricultural proprietors’ income, he attempts a more elaborate 
analysis. The results, though they provide some insight into Kentucky’s economy, 
are not very satisfactory. Based on per worker calculations, which are then con- 
verted to a per capita basis, he finds that Kentucky’s slightly unfavorable indus- 
try mix is responsible for $17 and the lower-than-average rates paid by Kentucky 
industries account for another $68 of the difference. To this he adds $161 because 
of the smaller-than-average percentage of the Kentucky population which is in 
the labor force. When a situs adjustment of $15 and a statistical discrepancy of 
$30 are added to these amounts they account for only $291 of the $387 difference 
in the Commerce estimates for wages and salaries. The other $96 is taken care 
of by turning an $11 excess of per capita agricultural proprietors’ income shown 
by the Commerce estimates into an $85 deficit. This is done by finding that the 
per capita “income per farm operator” is $79 lower than in the nation, and that 
if enough farm operators would become wage workers so that Kentucky ratio 
of farm operators to private wage and salary workers would equal the national 
average it would raise Kentucky per capita income $6. There is no discussion of 
this apparent shift between wages and salaries and agricultural proprietors’ 
income. 

Johnson has broken new ground in preparing income cize distributions for the 
state and by county or by groups of similar counties. Using 1950 Census and 
Kentucky income tax data as basic sources he has adjusted his estimates to an 
income payments basis. The estimates are presented for 40 groups of counties, 
of which half consist of only one county. The number of recipients per county- 
group varies from 8,000 to 277,000. It is understandable why effort should go into 
the construction of a state distribution, particularly for a state which levies an 
individual income tax. What can county size distributions contribute? The 
“practical value” cited by Johnson—‘taxation, market analysis, economic the- 
ory, and general well-being’’—are relevant at the national level, to a lesser extent 
at the state level, but hardly at the county level. The size distribution in a county 
may be as much the resultant of special circumstances as of economic forces. 
The 40 Lorenz curves, each comparing 4 county group with the state, show just 
about as much variation within the 10 lowest income as within the 10 highest 
income county-groups. 

The county income estimates for 1939 and 1947 preserited earlier (in J. L. 
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Lancaster, County Income Estimates for Seven Southeastern States, reviewed in this 
Journal, X1X (October 1952), p. 272) have been reworked and extended to 1950, 
1951, and 1952. 

The appendixes, which occupy more than half of the book, provide a reason- 
ably detailed account of the data tapped, the methods used, and of the results 
obtained. The bibliography provides citations to the income estimates made for 
other states and counties. There is no index. 

Duke University Frank A. HANNA 


Protective Labor Legislation and Its Administration in Tennessee. By J. Fred Holly 
and Bevars D. Mabry. Knoxville, Tenn.: University of Tennessee Press, 1955. 
Pp. 216. 

This co-authored study, descriptively titled, was undertaken by request of 
Tennessee's Governor Clement. The seven chapters of Part I describe the state’s 
labor legislation, while in the six chapters of Part II the organization, personnel 
and functions of the Tennessee Department of Labor are described in great de- 
tail. The last chapter in both sections of the study summarizes compactly the 
authors’ recommendations for improvements. 

Holly and Mabry conclude that “the Labor Department for years has been 
little more than a haven for political appointees and union sponsored job seekers.”’ 
Its administration, they find, is characterized by inadequate field inspections, 
poor or no enforcement, untrained personnel, faulty organization, split jurisdic- 
tion with outside agencies and woefully inadequate appropriations. Although the 
theme of insufficient funds resounds throughout the report, the authors ask only 
for an “adequate budget,” failing to estimate even roughly the cost of their well- 
documented recommendations. 

The authors have chosen to establish prevailing southern practice as the stand- 
ard by which to judge the adequacy of Tennessee’s protective labor laws, making 
frequent tabular comparisons with 13 other southern states. It is questionable 
whether Tennessee should escape so easily more frequent (and unfavorable) com- 
parison with the industrial states of the North. The South should not be con- 
sidered an area separate from the rest of the nation with its own peculiar, i.e., 
lower, standards. Holly and Mabry vacillate between wishing Tennessee to 
compare favorably with the better legislation of southern states and a desire for 
it to become “one of the leaders in such legislation.” It is doubtful whether either 
position is most conducive to the rapid industrialization of the state which the 
authors seek, especially since large corporations establishing regional branches 
are ever more concerned about the well-being of the total plant community. 

The welter of standards used in various parts of the study suggests that politi- 
cal amenability and availability of comparisons may both have been factors in 
selection. For example, ‘“‘model’’ legislation, not prevailing southern practice, is 
used to evaluate Tennessee’s child labor laws which compare “very favorably.” 
In evaluating the administration of the Division of Workmen’s Compensation 
12 criteria of good administration were established, although in this case the 
comparisons were adverse. 
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The separate description of labor laws and their administration in this volume 
leads to rnuch overlapping with consequent repetition of material. The prolonged 
elaboration and frequent redundancy of phrases and sentences, especially in 
Part II, may be justified in a manual for training labor department personnel, 
another stated purpose of the study; its effect upon the interest of the more 
general reader is le.s fortunate. 

This study should serve as a catalogue of necessary minimal changes in labor 
legislation for the Tennessee legislature. It is the type of practical political 
econom: task which other state university bureaus of research might well under- 
take with benefit to their own state governments. Despite the criticisms noted, 
Messrs. Holly and Mabry have created a beneficial legislative guide and a useful 
handbook for the training of Tennessee Department of Labor personnel. 

Louisiana State University Kennetu M. THompson 
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PERSONNEL NOTES 


Howard Abel has been appointed instructor in business education at Florida 
State University. 

Catherine W. Abruzzi has been appointed instructor in economics at North 
Carolina State College. 

Shelley Adams has been appointed temporary instructor in business education 
at Florida State University. 

R. A. Altenberger, formerly of Lehigh University, has been appointed in- 
structor in business administration at Louisiana State University. 

Edward H. Anderson, professor of management and director of the Graduate 
Division in the School of Commerce and Business Administration, University of 
Alabama, was elected president of the Southern Economic Association for 1955- 
1956. 
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J. D. Anderson, assistant professor of economics, University of Florida, 
resigned to reenter private business. 

Josephine A. Anthony has been appointed instructor in retailing at Washington 
University. 

Carl Ashburn has been appointed dean of the Division of Commerce at 
MeNeese State College. 

E. K. Austin, of the University of Alabama, is serving as visiting associate 
professor, Department of Economics, University of Florida, 1955-56. 

William B. Bach has accepted an appointment as associate professor of agri- 
cultural economics at Oklahoma A. and M. College. 

Brunswick A. Bagdon, regional director of the Atlanta office of the Bureau 
of Labor Statistics, U. 8. Department of Labor, served for the fourth year as a 
consultant and guest speaker at the Mississippi workshop on Economic Educa- 
tion at the University of Mississippi, July 12-30, 1955. He also was selected to 
serve as United States Government delegate to the United Nations ILO Con- 
ference on Textiles in Geneva, Switzerland, September 26 to October 8, 1955. 

Ann Bailey has been promoted to assistant professor of secretarial science at 
Southern State College (Arkansas). 

Catherine P. Baker has been appointed assistant professor of business educa- 
tion at the State College of Business Administration (Atlanta). 

John Barthell, formerly of the University of Berlin, has been appointed assist- 
ant professor of economics at Stetson University. 

A. J. Bartley is on leave from North Carolina State College for the academic 
year 1955-56 taking graduate work at the University of North Carolina. 

John L. Bass has been appointed part-time instructor in economics at the 
University of North Carolina. 

Mary Beeler has been appointed instructor in accounting at Louisiana State 
University. 

Finley EF... Relcher has been promoted to associate professor of accounting at 
Florida State University. 

J. K. Bell has been promoted to assistant professor of business education at 
Florida State University. 

Earl D. Bennett, associate professor of management and marketing at Louisi- 
ana Polytechnic Institute, is on leave for this year as a visiting lecturer at the 
Harvard Graduate School of Business Administration. 

Robert L. Bennett has been appointed instructor in business administration 
at West Texas State College. 

R. O. Bennett, Jr., former budget analyst with the General Dynamics Corpo- 
ration, has been appointed associate professor of accounting at McNeese State 
College. 

Hilary H. Beth has resigned as instructor in management at Tulane University. 

Jack Blicksilver has been appointed assistant professor of economics and 
economic history at the State College of Business Administration (Atlanta). 

Harold L. Blostein, formerly of the University of Virginia, has been appointed 
instructor in economics at Louisiana State University. 
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Caldon J. Boudreaux, formerly of Louisiana State University, is teaching 
commercial education and management in the College of Business Administra- 
tion, University of Arkansas. 

Wilfred H. Boudreaux, Jr., has been appointed lecturer in business law at 
Loyala University in New Orleans. 

L. P. Bradley, director of guidance at the State College of Business Adminis- 
tration (Atlanta), has been promoted to associate professor. 

Nellis A. Briscoe has been promoted to assistant professor of agricultural 
economics at Oklahoma A. and M. College. 

Morris E. Britt has been appointed instructor of economics at the School of 
Business, University of Louisville. 

Warren Browne, of Northwestern University, has been named visiting asso- 
ciate professor of finance and insurance for the current academic year in the 
College of Business Administration, University of Texas. 

D. H. Buchanan, professor of economics, emeritus, of the University of North 
Carolina, is teaching at Lambuth College in Jackson, Tennessee during the fall 
term of 1955. 

Espin Bullock has joined the staff at Pensacola Junior College as instructor 
in economics and business manager. 

Paul W. Burnam, head of the Department of Accounting at Southwestern 
Louisiana Institute, is on leave this academic year to pursue graduate studies 
at the University of Alabama. 

James N. Byers, who recently received his M. B. A. degree from Texas Tech- 
nological College, has been appointed instructor in accounting at Texas A. and 
M. College. 

James T. Carey has been added to the Business Administration staff of 
Bellarmine College (Kentucky). 

Robert W. Carney has resigned from the faculty of the School of Business, 
University of Louisville, to join the faculty of Kalamazoo College. 

Frances Cash is a secretarial instructor at Arkansas Polytechnic College. 

Ira C. Castles, formerly of Wofford College, has moved to Wilmington College 
(Ohio). 

Robert L. Chaffin, assistant professor of economics, State College of Business 
Administration (Atlanta), has been promoted to associate professor. 

John M. Champion has been appointed assistant professor of management 
at the State College of Business Administration (Atlanta). 

Ralph J. Chances has resigned as assistant professor of economics at Tulane 
University. 

Clifford D. Clark has been appointed assistant professor of economics at 
North Carolina State College. 

Samuel Jefferson Cobb has returned as assistant professor at the College of 
Business Administration, University of Georgia, after a two-year leave of ab- 
sence to complete requirements for the Ph. D. at the University of Pennsylvania. 

Rudolf Coper has been appointed professor of finance and economics at Loyola 
University in New Orleans. 
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Eli P. Cox, Jr., has been named associate professor of marketing in the College 
of Business Administration, University of Texas. 

Ben Curry has resigned his position in the Department of Economics at 
Stetson University to join the staff of Memphis State College. 

James A. Davis, formerly of Harding College, is teaching business corre- 
spondence at the College of Business Administration, University of Arkansas. 

C. C. Dawson is now head of the Department of Business Administration at 
Lincoln Memorial University. 

H. B. Dolbeare, who has been a member of the staff of the College of Business 
Administration, University of Florida since 1927, retired September 1, 1955. 

James Hall Dozier, a graduate of the University of Texas School of Law, has 
been named instructor in business law at Texas A. and M. College. 

Norman X. Dressel has been appointed assistant professor of accounting at 
the State College of Business Administration (Atlanta). 

Kenneth Durr has returned to Northwestern State College (Louisiana) as 
assistant professor of business after teaching two years in Connecticut. 

Nylen W. Edwards, formerly a teaching associate at Indiana University, has 
been appointed assistant professor of transportation at the University of Mis- 
souri. 

Thomas E. Ennis, Jr., who recently received his M. B. A. degree at the Uni- 
versity of North Carolina, has been appointed instructor in accounting at 
Washington and Lee University. 

Hulda Erath, professor of secretarial science and head of the Department of 
Secretarial Science at Southwestern Louisiana Institute, is on leave to pursue 
graduate studies at the University of Indiana. 

R. B. Eutsler, acting dean, College of Business Administration, University of 
Florida, spent the month of August with the Florida Power Company on a 
business exchange fellowship. 

Jerome F. Fatora has joined the faculties of Economics and Commerce at 
Villa Madonna College (Kentucky). 

Daniel I. Fellers, formerly a graduate student of Louisiana State University, 
has been appointed assistant professor of accounting at Southwestern Louisiana 
Institute. 

Rendigs Fels, associate professor of economics at Vanderbilt University, has 
resumed residence after a term’s leave of absence as visiting professor of eco- 
nomics at Stanford University. 

Monroe L. Fischer has been appointed instructor in economics at Virginia 
Polytechnic Institute. 

Carl V. Fisher has been appointed Julian Price fellow in life insurance at the 
University of North Carolina. 

R. F. Floyd is on the staff of the Department of Economics at Lincoln Memo- 
rial University. 

Isabelle Post French has been appointed instructor in business writing in the 
College of Business Administration, University of Texas. 

Robert W. French has resigned as dean of the School of Business Administra- 
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tion at Tulane University, but remains as professor of business administration 
and economics, in addition to his duties as vice-president of Tulane University. 

Franklee Gilbert is serving as part-time instructor in economics at the Uni- 
versity of North Carolina. 

J. Duane Gilliam has been appointed part-time instructor in accounting at 
the University of North Carolina. 

Milton 8. Goldberg, who was on leave during the 1954-55 academic year to 
pursue graduate studies at the University of Indiana, has returned to his posi- 
tion as instructor of business administration at Louisiana State University. 

Michael A. Gomez, III, has accepted an appointment as instructor in eco- 
nomics at Oklahoma A. and M. College. 

Paul B. Grambech has been appointed acting dean of the School of Business 
Administration at Tulane University. 

Richard W. Graves has been appointed assistant professor of statistics at 
Tulane University. 

Frank Graydon had been named budget officer in the Office of the President, 
University of Texas, and associate professor of accounting in the College of 
Business Administration. 

Katherine Green is assistant professor of commerce education at Arkansas 
State College. 

F. J. Guerra has resigned as instructor in accounting at Louisiana State Uni- 
versity to accept a position at St. Louis University. 

W. R. Hammond, chairman of the Division of Accounting at the State College 
of Business Administration (Atlanta), has been promoted to professor. 

Frederick Harrison has been made temporary instructor in accounting at 
Florida State University. 

Charles Foster Haywood has been appointed assistant professor of economics 
at Tulane University. 

Milton 8. Heath, professor of economics and director of Graduate Studies and 
Research in the School of Business Administration, University of North Carolina, 
was elected first vice president of the Southern Economic Association for 1955- 
1956. 

Robert J. Hellman has joined the faculties of Economics and Commerce at 
Villa Madonna College (Kentucky). 

O. E. Heskin, professor of economics, University of Florida, is on leave of 
absence with the U. 8. State Departraent in Cairo, Egypt, as an economic ad- 
visor. 

John R. Hildebrand has accepted an appointment as instructor in economics 
at Oklahoma A. and M. College. 

J. Fred Holly, professor of economics and head of the Department of Eco- 
nomics, University of Tennessee, was elected second vice president of the South- 
ern Economic Association for 1955-1956. 

Ralph C. Hon, professor and head of the Depar’ment of Economics and 
Business Administration at Southwestern at Memphis, participated in the 
International Harvester Company’s University Professors Program in Chicago, 
August 14 to September 2, 1955. 
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Hiram J. Honea, assistant professor of economics at the State College of 
Business Administration (Atlanta), is on leave of absence for the current year. 

Thomas G. Hurysz is serving as part-time instructor in business administra- 
tion at the University of North Carolina. 

L. I. Iversen has been appointed professor of business administration for the 
current year at Louisiana Polytechnic Institute. 

Virgil James has resigned his position as associate professor of management 
in the College of Business Administration, University of Texas, and has accepted 
an appointment with Chance-Vought. 

C. Clyde Jones has resigned as assistant professor of economics and economic 
history at the State College of Business Administration (Atlanta) to accept a 
position at the University of Illinois. 

Ervin A. Johnson has been appointed assistant professor of secretarial science 
at McNeese State College. 

Louis H. Jordon has been appointed associate professor of accounting at 
Tulane University. 

John E. Kane, head of the Department of General Business in the College 
of Business Administration, University of Arkansas, will serve as assistant to 
the provost for the year 1955-56. 

Lloyd Keeton has accepted a position as assistant professor of economics at 
Arkansas A. and M. College. 

Thomas A. Kelly, formerly associate professor of business administration at 
Mississippi State College, has been appointed head of the Department of Eco- 
nomics and Business Administration at Roanoke College. 

H. G. Kenagy, formerly of Dickinson College, has accepted a position as 
acting associate professor of business administration at Texas A. and M. College. 

Vernon Kiely, formerly of Drake University, has been appointed assistant 
professor of economics at Stetson University. 

Harold E. Klontz, Department of Economics and Business Administration, 
Alabama Polytechnic Institute, spent the summer as a statistical consultant at 
the U. 8. Army Ordnance Installation at Anniston, Alabama. 

Joseph J. Klos has been promoted to associate professor of economics at Okla- 
homa A. and M. College. 

Clifton H. Kreps, Jr., has been appointed Wachovia associate professor of 
banking at the University of North Carolina. 

John V. Krutilla, formerly acting chief economist of the Government Rela- 
tions and Economics Staff, Tennessee Valley Authority, has joined the staff of 
Resources for the Future, Washington, D. C. 

Robert E. Kuenne, formerly instructor in economics at Harvard University, 
has been appointed visiting assistant professor of economics at the University 
of Virginia. 

Robert N. Larson has been appointed instructor in the Department, of Gov- 
ernment in the School of Business Administration at the University of Miami. 

Hugh E. Law has been appointed instructor in economics at Louisiana State 


University. 
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M. Harry Lease, Jr., has been appointed instructor in the Government De- 
partment in the School of Business Administration at the University of Miami. 

Frances Lee is teaching secretarial work in the College of Business Adminis- 
tration, University of Arkansas. 

Leon Lee, formerly of the University of Oklahoma, has been appointed in- 
structor in economics at Louisiana State University. 

Marvin E. Lee is serving as part-time instructor in economics at the University 
of North Carolina. 

FE. H. Lehman, Jr., formerly of the University of Washington, has been ap- 
pointed interim assistant professor of statistics, University of Florida. 

James H. Lemly has been appointed chairman of the Division of Transporta- 
tion and Public Utilities at the State College of Business Administration (At- 
lanta). 

M. 8. Lewis of The Citadel was a fellow at the Economics-in-Action Program 
at Case Institute for six weeks during the summer of 1955. 

Robert E. Linde, formerly of the University of Michigan, has been named 
assistant professor of accovziting in the College of Business Administration, 
University of Texas. 

Arthur M. Lindsey has been appointed instructor in economics at Presby- 
terian College (South Carolina). 

Herman Long is a secretarial instructor at Arkansas Polytechnic College. 

Owen H. Long has resigned as registrar of Kentucky Wesleyan College to 
devote his full time to the teaching of economics. 

Dan C. Lowe has been appointed instructor in marketing at Texas A. and M. 
College. 

Hillquit Lynch has returned to Hendersor. State Teachers College (Arkansas) 
after finishing his course work for the Ph. D. at the University of Texas. 

Clarence H. McGregor has been named Burlington professor of business 
administration at the University of North Carolina. 

George Michael MceMannon, formerly with the U. 8. Treasury Department, 
has been appointed assistant professor at the College of Business Administration, 
University of Georgia. 

Louis K. Manley, professor of government in the School of Business Adminis- 
tration at the University of Missi, has been granted a one-year leave of absence 
due to ill health. 

Thomas A. Martinsek has been appointed instructor in economics at North 
Carolina State College. 

Morriss Mayer has been appointed acting assistant professor of marketing at 
the University of Alabama. 

Joseph G. Mayton has resigned from the division of economics at the State 
College of Business Administration (Atlanta) to enter private business. 

William Merril) resigned as professor and head of the Department of Eco- 
nomics and Business Administration at Centre College to become associate 
professor of business administration at Mississippi State College. 

John C. Mettler, assistant professor of business administration at The Citadel, 
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was a fellow at the Wabash Economics Conference at Wabush College during 
June, 1955. 

Raymond F. Mikesell, professor of economics at the University of Virginia, 
has been. granted a leave of absence to serve as economic consultant to the 
Council of Economic Advisers in Washington. 

James F. Miles, associate agricultural economist at Clemson College, was a 
fellow at the Wabash Economics Conference during June, 1955. 

George H. Mitch has left the University of Florida and is now professor of 
insurance and real estate at Union University (Tennessee). 

Charles Moore, assistant professor of statistics at the University of Alabama, 
is on leave to pursue work on his dissertation at Wright Air Force Base at Day- 
ton, Ohio. 

John E. Morgan has been appointed instructor in the School of Industrial 
Management, Georgia Institute of Technology. 

Kermit Moss, formerly of the University of Houston, has been appointed 
assistant professor of accounting at Southern State College (Arkansas). 

Frank H. Mulling has been appointed assistant professor at the College of 
Business Administration, University of Georgia. 

Glen E. Murphy, assistant professor of business education at Florida State 
University, has been granted leave of absence for 1955-56 to be a consultant on 
revision of business education curricula in Panama. 

Charles E. Myler, Jr., instructor in economics and marketing at Loyola 
University in New Orleans and who was on leave to pursue doctoral studies 
during the past year, returned to duty for the 1955 fall semester. 

Ralph H. Oakes, professor of marketing at Loyola University in New Orleans, 
resigned, effective June 30, 1955. 

Dwayne L. Oglesby has been appointed associate professor of business law at 
Louisiana Polytechnic Institute. 

Robert J. Oppitz has been appointed assistant professor of accounting at 
Washington University. 

Ruth O’Steen has been appointed instructor in marketing at the University 
of Alabama. 

Roy Ott is a new member of the economics and business staff at Harding 
College (Arkansas). 

Edward 8. Packenham has been appointed associate professor of accounting 
at Texas A. and M. College. 

Robert W. Paterson, associate director of the Bureau of Business and Eco- 
nomic Research at the University of South Carolina, has been promoted to 
director. 

William A. Paton, Jr., has resigned as associate professor of business adminis- 
tration at Davidson College to take a position at Michigan State University. 

R. L. Patrick has resigned as professor of business law at Louisiana Poly- 
technic Institute to accept a position at the University of Illinois. 

Kermit Patterson has been appointed instructor of economics at Eastern 


State College (Kentucky). 
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Mary Elizabeth Peeples has been appointed instructor in secretarial science 
at Southwestern Louisiana Institute. 

John Perdue, formerly with the University of Dayton and the General Electric 
Company, has been appointed assistant professor at the College of Business 
Administration, University of Georgia. 

Armand Perrault, formerly at Tulane University, has been appointed assistant 
professor of business administration at McNeese State College. 

R. W. Pfouts, associate professor of economics in the School of Business Ad- 
ministration, University of North Carolina, has been appointed an editor of The 
Southern Economic Journal. 

Clarence E. Philbrook has been promoted to professor of economics at the 
University of North Carolina. 

A. Warren Pierpont, associate professor of business administration, has been 
appointed assistant dean in the University of North Carolina School of Business 

Doake G. Porker has been appointed assistant professor of economics at the 
State College of Business Administration (Atlanta). 

George M. Powell is teaching economics in the College of Business Adminis- 
tration, University of Arkansas. 

Olin Pugh is on leave from the University of South Carolina to work toward 
the doctorate at Duke University. He was granted a fellowship by the Southern 
Fellowship Fund. 

L. L. Qualls, assistant professor of economics, University of Florida, spent 
part of the summer of 1955 on a College-Business Exchange Fellowship with 
the Nati:mal Biscuit Company, under the auspices of the Foundation for Eco- 
nomic Education. 

Carlyle C. Ring has been appointed assistant instructor in the Department of 
Economics and Business Administration at Duke University. 

David Robbins, formerly of Rollins College, has been appointed professor of 
nomics in the School of Business Administration at the University of South 
Carolina. 

Fred Robinson is an assistant professor of business administration at Arkansas 
State College. 

J. George Robinson has been promoted from associate professor and chairman 
of the Department of Retailing at Washington University to professor and 
chairman of the Department of Retailing. 

Nestor Roos has resign: as assistant professor of management at the State 
College of Business A:i.;.nstration (Atlanta) to accept a possition with the 
University of Arizona. 

Morris A. Savitt has been appointed lecturer in the Department of Manage- 
ment in the School of Business A:iiuinistration at the University of Miami. 

Howard W. Schaller, associate professor of economics, has been appointed 
acting chairman of the Department of Economics at Tulane University. 

Karl R. Scott, formerly dean of the School of Business Administration at the 
University of Arkansas and chairman of the Department of Business Adminis- 
tration at Arkansas Polytechnic Institute, has joined the staff of Wake Forest 
College as associate professor of management. 
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Robert E. Seiler, formerly of Miami University, Ohio, has been named assist- 
ant professor of accounting, College of Business Administration, University of 
Texas. 

Mark Sevren is an instructor of economics and business statistics at Arkansas 
Polytechnic College. 

8. J. Shaw, formerly of Tulane University, has been appointed assistant 
professor of marketing, Univermty of Florida. 

M. W. Shields, professor of economics, University of Florida, participated in 
the Case Institute of Technology Economics-In-Action program on a study 
fellowship. 

Martha Gorday Shingler has been appointed instructor at the College of 
Business Administration, University of Georgia. 

Elbert V. Silver has resigned as professor of accounting in the School of Busi- 
ness Administration of the University of Miami to go into private practice. 

Gail Simoneaux has been appointed instructor in secretarial science at South- 
western Louisiana Institute. 

John Skinner has resigned at Stetson University to accept a position at George 
Washington University. 

G. E. Ralph Smith, formerly of the faculty of Harpur College in New York, 
has been appointed assistant professor of management at Loyola University in 
New Orleans. 

Howard R. Smith, professor of economics in the College of Business Ad- 
ministration, University of Georgia, was re-elected secretary-treasurer of the 
Southern Economic Association for 1955-1956. 

Robert 8. Smith, professor of economics at Duke University, is serving as 
visiting professor of economics at the University of North Carolina. 

Houston Speck has been promoted to associate professor of business education 
at Southern State College (Arkansas). 

C. P. Spruill, professor of economics and formerly dean of the General College 
at the University of North Carolina, has been appointed dean of the Faculty of 
that institution. 

Hooper Spurlock, formerly field assistant with the Agricultural Experiment 
Station at Gainesville, Florida, has been appointed associate agricultural econo- 
mist at Clemson College. 

Leo Spurrier has been appointed head of the Business Administration Depart- 
ment of Erskine College. 

J. Campbell Starr of The Citadel was a consultant for the entire summer of 
1955 in industrial and labor relations with the Technical Assistance Program of 
the United States Labor and State Departments. 

H. E. Steele, Department of Economics and Business Administration, Ala- 
bama Polytechnic Institute, spent the month of September 1955 in making a 
personnel study of the Michael Flynn Manufacturing Corporation, Philadelphia, 
Pennsylvania. 

David Steine has been promoted to associate professor of business administra- 
tion at Vanderbilt University. 

James Steiner has resigned as associate professor of management in the School 
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of Business Administration at the University of Miami to go into private busi- 
ness. 

Robert W. Strain, formerly of Indiana University, has become associate 
professor of insurance in the College of Business Administration, University of 
Texas. 

D. T. Tarlton has retired as professor of economics from Northwestern State 
College (Louisiana). 

Tore Tjersland has been appointed assistant professor of management at 
Washington University. 

David Townsend, formerly at the University of Houston, has been appointed 
acting head of the Department of Economics at Stephen F. Austin State College 
(Texas). 

Nell Trotter has been promoted to assistant professor in the Division of 
Business Education, State College of Business Administration (Atlanta). 

Marvin Tummins, formerly of Atlanta Division of the University of Georgia, 
has been appointed professor of accounting in the School of Business Administra- 
tion at the University of South Carolina. 

Zenobia Tye has been appointed assistant professor of business education at 
Florida State University. 

Curtis Leigh Varner has been appointed assistant professor in the Division of 
Insurance at the State College of Business Administration (Atlanta). 

Harry H. Wade, of lowa State University, is currently serving as visiting 
lecturer in accounting at the College of Business Administration, University of 
Texas. 

Pinkney C. Walker has been promoted to professor of economics at the Uni- 
versity of Missouri. . 

Jewell Watson, assistant professor of business during the 1954-55 session at 
Northwestern State College (Louisiana), is now teaching at Northeast Louisiana 
State College. 

J. M. Weidman has resigned his position with the Division of Commerce at 
McNeese State College to accept a position as chief research analyst with the 
U. 8. Air Forces in Canada. 

John D. Wells, of the University of Houston, is currently serving as a lecturer 
in business services in the College of Business Administration, University of 
Texas. 

Arthur M. Whitehill, Jr., has been named Reynolds associate professor of 
human relations in industry at the University of North Carolina. 

J. Harry Wood has been appointed visiting professor of insurance in the School 
of Business Administration at the University of Miami. 

Charles Wurst, formerly of Miami University University, is teaching market- 
ing in the College of Business Administration, University of Arkansas. 

Reverend J. E. Yenni has been appointed associate professor of economics at 
Loyola University in New Orleans. 

L. C. Yoder, associate professor of marketing, University of Florida, partici- 
pated in the Case Institute of Technology Economics-in-Action program on a 
study fellowship during the summer of 1955. 
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NEW MEMBERS 


The following names have been added to the membership of the Southern 
Economic Association : 

Deck W. Andrews, Wofford College, Spartanburg, 8. C. 

William H. Baker, University of Tennessee, Martin, Tenn. 

Karl R. Bendetsen, Champion Paper & Fibre Co., Pasadena, Tex. 

Robert P. Black, University of Tennessee, Knoxville, Tenn. 

E. P. Brackett, Gulf Refining Co., Houston, Tex. 

Ernest Evan Brown, Department of Agricultural Economics, Clemson College, 
Clemson College, 8. C. 

Ed. C. Burris, Texas Manufacturers Association, Houston, Tex. 

Kuan-J Chen, Talladego College, Talladego, Ala. 

Charles D. Clement, Piedmont College, Demorest, Ga. 

C. Cone, Cone Mills Corporation, Greensboro, N. C. 

John R. Cooper, Clemson College, Clemson, 8. C. 

Irving Dubov, Department of Agricultural Economics, University of Tennes- 
see, Knoxville, Tenn. 

Robert D. Edwards, Holley-Edwards Sales, Inc., Jacksonville, Fla. 

William 8. Engelson, Jr., Wofford College, Spartanburg, 8. C. 

J. R. Gaugler, Central Louisiana Electric Co., Lafayette, La. 

Harriet D. Hudson, Randolph-Macon Woman’s College, Lynchburg, Va. 

C. M. Hummel, Hampden-Sydney College, Hampden-Sydney, Va. 

Truly E. Kincey, Ohio State University, Columbus, Ohio 


Ernest 8. Lent, Randolph-Macon Woman’s College, Lynchburg, Va. 

J. Saxton Lloyd, Florida Development Commission, Daytona Beach, Fla. 
Henry E. McWane, Lynchburg Foundry Co., Lynchburg, Va. 

Amos Monroe Moore, University of North Carolina, Chapel Hill, N. C. 
Warren L. Smith, University of Virginia, Charlottesville, Va. 

Eric Thor, University of Florida, Gainesville, Fla. 


MATHEMATICS FOR COLLEGE SOPHOMORES 


Would you like to have a voice in deciding what mathematics should be 
taught to college sophomores? Here is your golden opportunity. The Carnegie 
Corporation is sponsoring experimentation in the inclusion of modern mathe- 
matics in the undergraduate curriculum. The sophomore class at Haverford 
(Pa.) College is being used as an experimental group during 1955-56. The present 
plan is to spend about % year on calculus and 4 on “other’’ mathematics. 
They are interested in securing examples and problems from the social sciences. 
What do you suggest? Your opinion on what should or should not be included 
in a sophomore course also will be most welcome. Assume that the course follows 
a well integrated freshman course including adequate work on limits and on 
polynomial calculus. Should the 4 year of “modern” mathematics include 
matrix theory, systems of linear equations and inequalities, set theory, logic, 
continuous probability, difference equations, postulational systems, or what? 
Your suggestions on course content and on specific problems and examples will 
be most welcome. Write to Professor Richard V. Andrée, Haverford College, 
Haverford, Pa. 





BOOKS RECEIVED 


Marketing of Sugar. By Jack T. Turner. Homewood, Ill.: Richard D. Irwin, 
1955. Pp. x, 302. $4.50. 

Economics of Minimum Wage Legislation. Testimony of Emerson P. Schmidt 
before the Senate Labor and Public Welfare Subcommittee With Respect to 
Wage and Hour Legislation, 1955. Washington, D. C.: Economic Research 
Department, Chamber of Commerce of the United States, 1955. Pp. 32. 
Paper, O0¢. 

The Analysis of Family Budgets: With an Application to Two British Surveys 
Conducted in 1987-0 and Their Detailed Results. By 8. J. Prais and H. 8. 
Houthakker. New York: Cambridge University Press, 1955. Pp. xx, 372. $9.00. 

North American Supply. By H. Duncan Hall. London: Her Majesty’s Stationery 
Office and Longmans, Green and Co., 1955. Pp. xvi, 559. $6.30. 

Introduction to Investments. By John C. Clendenin. 2nd ed. McGraw-Hill Book 
Co., 1955. Pp. vi, 657. $6.50. 

Proceedings of the Seventh Annual Meeting of Industrial Relations Research A 8so- 
ciation. Edited by L. Reed Tripp. Detroit, Mich., 1955. Pp. ix, 333. $3.00. 
Credits and Collections in Theory and Practice. By Theodore N. Beckman and 
Robert Bartels. 6th ed. New York: McGraw-Hill Book Co., 1955. Pp. xi, 

612. $6.50. 

Glossary of Commodity Terms: Including Currencies, Weights and Measures Used 
in Certain Countries of Asia and the Far East. UN Pub. 1955. New York: 
Columbia University Press, 1955. Pp. 121. Paper, $1.25. 

Commission on International Commodity Trade: 1955 Survey of Primary Com- 
modity Markets. UN Pub. 1955. New York: Columbia University Press, 1955. 
Pp. x, 122. Paper, $1.75. 

Estimating Tennessee's Tourist Business. By Lewis C. Copeland and others. 
Knoxville, Tenn.: Bureau of Business Research, University of Tennessee, 
1955. Pp. vi, 119. 

World Weights and Measures: Handbook for Statisticians. UN Pub. 1955. Provi- 
sional Ed. New York: Columbia University Press, 1955. Pp. iii, 225. Paper, $2.00. 

Quality and Competition: An Essay in Economic Theory. By Lawrence Abbott. 
New York: Columbia University Press, 1955. Pp. ix, 229. $3.75. 

Meridian: An Economic Analysis of a Mississippi Community. By Earl L. Bailey. 
University, Miss.: Bureau of Business Research, University of Mississippi, 
1955. Pp. 97. 

Energy and Society: The Relation Between Energy, Social Change, and Economic 
Development. By Fred Cottrell. New York: McGraw-Hill Book Co., 1955. Pp. 
xix, 330. $6.00. 

The Mississippi Shipping Company: A Case Study in the Development of Gulf 
Coast-South American and West African Shipping, 1919-1953. By Gilbert M. 
Mellin. New Orleans, La.: Division of Economic and Business Research, 
Tulane University, 1955. Pp. xvii, 433. 

408 





BOOKS RECEIVED 409 


How Many Dollars for Advertising. By Albert Wesley Frey. New York: Ronald 
Press Co., 1955. Pp. ix, 164. $4.50. 

Corporation Accounts and Statements: An Advanced Course. By William A. Paton 
and William A. Paton, Jr. New York: Macmillan Co., 1955. Pp. xx, 740. 
$6.75. 

Automation: A New Dimension To Old Problems. By George P. Shultz and George 
B. Baldwin. Washington, D. C.: Public Affairs Press, 1955. Pp. 20. Paper, 
$1.00. 

The Twilight of the Profit Motive. By Theodore Levitt. Washington, D. C.: Public 
Affairs Press, 1955. Pp. 15. Paper, $1.00. 

Capital Formation and Foreign Investment in Underdeveloped Areas; An Analysis 
of Research Needs and Program Possibilities Prepared from a Study Supported by 
the Ford Foundation. By Charles Wolf, Jr. and Sidney C. Sufrin. Syracuse, 
N. Y.: Syracuse University Press, 1955. Pp. viii, 134. $3.00. 

Economics and Problems of Labor. By Philip Taft. 3rd ed. Harrisburg, Pa.: The 
Stackpole Co., 1955. Pp. viii, 821. $6.50. 

Economic Policy and Development: A Collection of Writings. By D. R. Gadgil. 
Poona, India: Gokhale Institute of Politics and Economics, Servants of India 
Society’s Home, 1955. Pp. 248. Paper, $2.00. 

World Economic Geography: With an Emphasis on Principles. By Earl B. Shaw. 
New York: John Wiley & Sons, 1955. Pp. vii, 582. $6.50. 

Financial and Administrative Accounting. By C. Aubrey Smith and Jim G. 
Ashburne. New York: McGraw-Hill Book Co., 1955. Pp. x, 493. $7.00. 

A Manual of Problems in Statistics. By Scott Dayton. Rev. ed. New York: 
Henry Holt and Co., 1955. Pp. v, 137. Paper, $1.95. 

Mississippi Workers: Where They Come From And How They Perform: A Study 
of Working Forces in Selected Mississippi Industrial Plants. By B. M. Wofford 
and T. A. Kelly. University, Ala.: University of Alabama Press, 1955. Pp. vi, 
148. $3.00. 

Forced Labor in the “People’s Democracies.”” Edited by Richard K. Carlton. New 
York: Frederick A. Praeger, 1955. Pp. iv, 248. $3.00. 

Problems and Cases for Corporation Accounts and Statements: An Advanced Course. 
By William A. Paton and Willam A. Paton, Jr. New York: Macmillan Co., 
1955. Pp. vii, 184. Paper, $3.30. 

The Alphabet of Economic Science. By Philip H. Wicksteed. New York: Kelley 
& Millman, 1955. Pp. xiii, 142. $4.50. 

Economics of Transport. By Emery Troxel. New York: Rinehart & Co., 1955. 
Pp. viii, 837. $7.00. 

International Trade: 1954. By The Contracting Parties to the General Agree- 
ment on Tariffs and Trade, Geneva, July 1955. New York: Columbia Uni- 
versity Press, 1955. Pp. 169. Paper, $1.50. 

Special Study on Economic Conditions in Non-Self-Governing Territories: Sum- 
maries and Analyses of Information Transmitted to the Secretary-General during 
1954. UN Pub. 1955. New York: Columbia University Fress, 1955. Pp. v, 219. 
Paper, $2.00. 
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Crude Oil Pipe Lines and Competition in the Oil Industry. By Leslie Cookenboo, 
Jr. Cambridge, Mass.: Harvard University Press, 1955. Pp. vi, 177. $4.00. 
Selected Antitrust Cases; Landmark Decisions in Federal Antitrust. By Irwin M. 

Stelzer. Homewood, Ill.: Richard D. Irwin, 1955. Pp. x, 210. $3.50. 

The Canadian Nickel Industry: A Study in Market Control and Public Policy. By 
0. W. Main. Toronto, Canada: University of Toronto Press, 1955. Pp. ix, 168. 
$3.25. 

Introduction to Fiscal Policy. By Richard W. Lindholm. 2nd ed. New York: 
Pitman Publishing Corp., 1955. Pp. xiv, 242. $4.00. 

Economic Survey of Latin America: 1954. UN Pub., 1955. New York: Columbia 
University Press, 1955. Pp. xvi, 203. Paper, $2.50. 

Third Small Business Case Book. By William M. Hoad. Ann Arbor, Mich.: 
Bureau of Business Research, School of Business Administration, University 
of Michigan, 1955. Pp. v, 287. Paper, $2.00. 

Income of the American People. By Herman P. Miller. New York: John Wiley & 
Sons, 1955. Pp. xvi, 206. $5.50. 

The Social Framework of the American Economy: An Introduction to Economics. 
By J. R. Hicks and others. 2nd ed. New York: Oxford University Press, 1955. 
Pp. xvi, 309. $3.75. 

A History of the Cutlery Industry in the Connecticut Valley. By Martha Van Hoesen 
Taber. Northampton, Mass.: Department of History of Smith College, 1955. 
Pp. v, 138. Paper, $2.00. 

Economic Theory and Method. By ¥. Zeuthen. Cambridge, Mass.: Harvard Uni- 


versity Press, 1955. Pp. xii, 364. $6.00. 





MONEY, BANKING, 


AND NATIONAL INCOME 


by J. WHITNEY HANKS and ROLAND STUCKI 
University of Utah 
The pony objective of this book is ab poss a systematic integra- 
tion of monetary theory, commercial and central banking practices, 
and national income changes. In tying together in an orderly manner 
the various aspects of money, banking, and national income, it aids the 
student to a better understanding of the way monetary, banking, and 
fiscal forces affect income, employment, and price changes within the 
economy. Ready in March, 520 pages, $6.00 text 


THE DYNAMICS OF 
THE AMERICAN ECONOMY 


By CHARLES H. HESSION, S. M. MILLER, and 
CURWEN STODDART, Brooklyn College 


A new, readable, and provocative text for the introductory course in 
economics. Employing an institutional and behavioral approach, it 
depicts the actual functioning of the contemporary American economy. 
It offers a framework based not only on traditional economic concepts 
but on insights from the behavioral sciences and — this frame to 
the major areas of economic behavior: business, labor, government, 
and economic fluctuations. Ready in April, 600 pages, $5.75 text 


LABOR ECONOMICS AND 
PROBLEMS AT MID-CENTURY 


by SIDNEY C. SUFRIN and ROBERT C. SEDGWICK 
Syracuse University 


This book relates theoretical analysis to an applied discussion of 
present-day American labor problems. It stresses the relation of these 
problems to the legal and social institutions of the United States, and 
the pragmatic nature of judicial, legislative, and institutional behavior. 
Its major argument is that non-economic factors are always present in 
economic decisions, particularly in the field of labor, and that they 
frequently tend to outweigh economic considerations. 

Ready in March, 386 pages, $5.75 text 


ALFRED A. KNOPF, Publisher 
501 Madison Ave. College Department New York 
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TWO BOOKS THAT DESERVE YOUR CRITICAL 
EVALUATION FOR CLASS USE... 





Money and Banking 


By EUGENE S. KLISE 


Here is a long-needed book with a fresh approach. It is written 
in a clear and lucid manner by an author with broad professional 
training and practical financial and business experience. It there- 
fore provides a rich treatment of theory with practical applications. 
The historical and institutional background prepares the student 
for the study of theory and current problems. The understand- 
ing of theory prepares the student for a better understanding of 
practical applications. The illustrations of practices help the stu- 
dent to understand theory. 








Business Fluctuations 
and Forecasting 


By CARL A. DAUTEN 


Here is a new type of book for your course in cycles or forecasting. 
it is a book that combines theory and practice. The early chapters 
deal with fluctuations and build background for the purpose of 
forecasting. It has the most complete section on forecasting of 
any textbook in the field. There are two outstanding chapters on 
“Forecasting Cyclical Movements in an Industry” and “Fore- 
casting for an Individual Business.” 





SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) 


Cincinnati 27, New Rochelle, N. Y., Chicago 5, San Francisco 3, Dallas 2 
When you write to our advertisers, please menticn The Southern Economic Journal 








Biggest year ever... 








ECONOMICS by 


Paul A. Samuelson 
An Introductory Analysis Massachusetts Institute of Technology 


EE 


NEW THIRD EDITION 764 pages, $5.75 











Here is the new and completely revised third edition of one of the 
most outstanding texts for the beginning course in economics. 
In addition to the text’s comprehensive coverage of basic prin- 
ciples, it stresses the point of efficient growth and security. The 
book concentrates on the big and vital problems and the most 
interesting ...inflation and depression; family income and 
national income; prices, wages, and profits; and most important 
of all, conditions leading to rapid economic progress and secur- 
ity, and to efficient use of all our resources. 

Major changes include a brilliant new chapter on Economics of 
War and Defense; discussion of the economics of growth, with 
particular reference to underdeveloped countries; discussion of 
the problem of monetary policy. For the first time, the national 
income approach has been integrated with the classical approach 
im what the author calls a ‘‘neo-classical synthesis.”’ 











Also available .. . 
STUDENT WORKBOOK— 340 pages, $2.50 


Follows the text closely, summarizing briefly the material discussed in each chapter and ite 
relation to preceding chapters. Contains a series of discussion questions, multiple choice, 
true-false, and completion questions 


For supplementary use... 





A provocative collection of readings designed to supple- 


READINGS IN ment any standard text in elementary economics. 


ECO ICS Emphasis is upon industrial organization and pricing, 
' 1OM defense economics, and comparative economic systems 
Edited by and isms. Comprehensive and searching, the selections 

PAUL A. SAMUELSON are derived from varied sources and result in an enhanced 
ROBERT L. BISHOP and informed appreciation of the merits of the American 
M penten inctitne economy, as wéll as a realization of the areas where it 
of Technology — anes pro and con. The selections are balanced 

i and objective. All interest groups are represented and 

JOHN R. COLEMAN the student acquires 4 first-hand acquaintance with the 
Carnegie Institute of Technology main-streams of economic thinking in recent years and 
new eDmC is introduced to many of the key figures in the economic 


504 pages, $4.50 (Cloth edition) profession 
$3.25 (Paper edition) 











SEND FOR COPIES McGRAW-HILL BOOK COMPANY, INC. 
ON APPROVAL 330 West 42nd Street New York 36, N. Y. 
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THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by ALBERT REES 
in Cooperation with the Ocher Members of the 
Department of Economics of the University of Chicago 
The December 1935 issue contains: 
The London Economist and the High Tide of Laissez Faire Scott Gordon 
An Essay in the Theory of Tariffs ' S. A. Oxga 
Marginal Resource Proéuctivity and Imputation of Shares on Rented Farms Earl O. Heady 
Domestic Effects of Devaluation Under Repressed Inflation .....Michael Michaely 
The Plateau Demand Carve and Utility Theory... ptt oa butues G. Warren Nutter 
Some Neglected Contributions to the Theory of International Transfers..........Will E. Mason 
Book Reviews and Books Received 
FOUNDED IN 1892. Published bi-monthly: February, April, June, Aug- 
ust, October, December. Subscription rate $6.00 per volume. dovie copy 
$1.50. Special rates: $5.00 per volume for faculty members teaching 


business or economics. $3.00 per volume for graduate students in busi- 
ness or economics. Canadian postage 40 cents. Foreign nostage 75 cents. 


The University of Chicago Press + 5750 Ellis Ave., Chicago 37, Ill. 

















American Economic Review 





VOLUME XLV Contents DECEMBER, 1955 


ARTICLES 

Interregional Input-Output Analysis L. N. Moses 
The Theory of Occupational Wage Differentials podls Ht M. W. Reder 
Wage Guarantees of Railroad Employees iseseoRWaAd M. A. Horowitz 
Institutions and Economic Development. . Fucauete Charles Wolf, Jr. 


Review ARTICLES 

i i TE .. , . ver odn shatenerestaeestberevcessecses G. H. Hildebrand 
Walras and his Economic System 5b ead Milton Friedman 
Revision of Transport Regulatory Policy : J.C. Ndson 


Review of Books, Titles of New Books, Periodicals, Notes 





The AMERICAN ECONOMIC REVIEW, a b pee is the official publication of the 
American Economic Association and is sent to all members. The annua! dues are $6.00. Ad- 
dress editorial communications to Dr. Bernard F. Haley, Editor, American Economic Review, 
Stanford University, Room 220, Stanford, California; for information concerning other pub- 
lications and activities of the Association, communicate with the Secretary-Treasurer, 
Dr. James Washington Bell, American Economic Association, Northwestern University, 
Evanston, Illinois. for information booklet. 
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Outstanding New Books 
~ IN AGRICULTURAL ECONOMICS 





FARM RECORDS AND ACCOUNTING «nh Epiri0on 


By JOHN A. HOPKINS, former professor, and EARL O. HEADY, professor of Agricultural Eco- 
nomics at lowa State College 


The leading text in its field because of its sound, practicel approach to farm record keeping. Now 
completely revised to present an up-to-the-minute picture of farm record keeping. Some special features 
of the 4th Edition are: Simplified instructions for computing income tax show the farmer how to use 
acvounting principles in computing taxes—Increased attention to using farm records in analyzing farm- 
ing operations—-Expanded discussion of budgeting and planning. 

FARM RECORDS presents clear, concise instructions for both single and double entry accounting. 
It emphasizes the interpretation, analysis and application of accounts, and gives the user an under- 
standing of the basic procedures that he can modify or develop to fit his particular problems. 


346 pages 100 illustrations $4.50 


JAPAN—LAND AND MEN 


The Story of Land Reform in Japan, 1945-51 


By LAURENCE I. HEWES, JR., Agricultural Economist, U. 8. Bureau of Reclamation, Denver, 
Colorado 


From His Experience as chief of the Japanese Land Reform Program, the author presents an accurate 
and well-written account of agrarian rehabilitation in Japan. This book will be invaluable to students 
in sociology and land economics because it demonstrates the effectiveness of the practical application 
of democratic procedures to a problem that plagues many of the world’s peoples 


154 pages illustrated 6x 9, paper 1955 $4.00 


MARKETING FARM PRODUCTS — Economic Analysis 


By GEOFFREY 8. SHEPHERD, Professor of Economics, Lowa State College 


In this new revision the author presents a new approach to agricultural marketing. It develops a 
framework of economic theory and shows how to apply the basic methods of science to the solution of 
marketing problems. 

Part I develops the concept of the perfect market in time, place, and form, and integrates it with 
the breakdown of marketing problems into their elements of demand, prices, and costs. Part II applies 
these concepts to the problems of demand, prices, and costs that cut across commodity lines. Part III 
deals with the analysis of specific commodity marketing problems. 

All sections of the 3rd edition have been completely revised to include recent analytical and factual 
developments. Three quarters of the book is entirely new material appearing for the first time. 


499 pages 160 illustrations 6x 9, cloth $6.25 





Send today for your examination copy of these new books 


The Iowa State College Press 


118 PRESS BUILDING AMES, IOWA 
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mississippi 
workers 
the findings of a three-year study of the Mississippi 
labor force—its availability, productivity, absentee rate, 
accident rate, turnover—in selected plants. Perhaps the 
first attempt to answer the pressing question : 
how good is the Southern la- 
borer as an industrial worker? 
by B. M. Wofford and T. A. Kelly 
Business Research Station, Mississippi State College 


xiv, 148 pp., index Price $3.00 





the iron and steel the inter-university 
industries of the south | case program 


report of a comprehensive study 
case studies in such fields as busi- 


ness administration and manage- 
ment, conservation and resources, 


sponsored by the Tennessee Valley 
Authority, the State of Alabama, 
the General Education Board, and 
the University of Alabama. Covers 
background, natural resource base, 
description of the basic industries, 
the market, and the potentials of 
the industries. 


economics, labor relations, person- 
nel, and statistics, written for class- 
room use. 


write for a descriptive catalogue 


by H. H. Chapman 


xxiii, 427 pp., maps, charts, bibliography, 
index. cloth $7.50, paper $6.00 
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Drawer 2877 University, Aiabama 
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A NEW APPROACH TO 
PRODUCTIVITY ANALYSIS 


‘for top management officials, production executives, 
comptrollers, and economic analysts in industry 


for teachers of economics, management, and industrial 


engineering. 





_ FOUNDATIONS OF 
PRODUCTIVITY ANALYSIS 


Guides to Economic Theory and Managerial 
Control 
By Dr. Beta Goup, associate professor of Industry, and of 
Economic Research, University of Pittsburgh. Prepared under 
the auspices of the Bureau of Business Research, University of 
Pittsburgh. L. C. Catalog No. 55-11068. c¢ 1955, University of 


Pittsburgh Press. 


303 pps., 54x84, indexed. Pub. Date 1 Dee 1955. . $5.00 











By special order from your bookstore or 


THE UNIVERSITY OF PITTSBURGH PRESS 
PITTSBURGH 13 PENNSYLVANIA 
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GEORGIA STATE COLLEGE 
OF BUSINESS ADMINISTRATION 


ATLANTA, GEORGIA 





The rapid development of this institution has resulted in its being created 
a separate, independent unit of the University System of Georgia by our 
Regents, effective September 1, 1955. Formerly known as the Atlanta Di- 
vision, University of Georgia, and The State College of Business Adminis- 
tration, the institution is now named: GEORGIA STATE COLLEGE OF 
BUSINESS ADMINISTRATION. 


THE GEORGIA STATE COLLEGE OF BUSINESS ADMINISTRA- 
TION is a downtown college, with day and evening classes. The 1955 fall 
enrollment in the School of Business Administration is 4324; enrollment in 


the School of General Studies is 1968. 


Recent growth has been absorbed by the addition of staff selected from the 
business community, and employed on a part-time basis. Full-time staff now 
numbers 39. With increased State support, the School of Rusiness Adminis- 
tration is embarking on a program to add immediately a net of fourteen to 
the business staff. Vacancies exist in the fields of Accounting, Economics, 
Economic Statistics, Industrial Relations, Management (Chairman of the 
Division), Marketing, Insurance, Real Estate, Transportation. Candidates 
must possess the doctoral degree (Ph.D., D.B.A., or D.C.S.). Salaries on a 
nine months’ basis are attractive; 30% of the basic nine-months’ salary is 
offered for summer teaching; « full schedule of teaching is available for 
100% of our faculty who desire summer teaching. 


Qualified applicants may write Dean Grorce E. Manners, School of 
Business Administration, Georgia State College of Business Administration, 
33 Gilmer Street, S.E., Atlanta, Georgia. 
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By JOHN F. DUE, University of Illinois 


Professor Due has rewritten and revised his well-known text to make it more interesting 
and understandable to the student and has improved it by bringing it up to date and re- 
organizing the sequence of subject matter. A more logical and flexible organization makes 
the new Third Edition even more teachable than before. It now reflects all recent develop- 
ments in economic theory. Terminology has been altered to conform to current usage. 
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hensive treatise of its kind to be written in almost a century and should merit the attention of 
economists everywhere as well as serve the practical needs of contemporary policy-makers. 
The experience and background of the author make this book one of distinctive and unique 
authority. It does not set forth a single theory of economic growth but analyzes the numerous 
relevant factors which determine growth, providing a general perspective on the subject. This 
book belongs in the working libraries of all practicing or teaching economists and may be used 
as a text and reference in college classes dealing with economic growth and development. 


Copyright 1955 435 pages Text price $6.00 
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